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CHAPTER I 
INTRODUCTION 
General 


Small business is en institution that has long been in the national 
spotlignt. It ranks closes to motherhood and enpple pie as stending for what 
35 good in America. Or in tne words of ane writer, “One of the most sacred 
of the current sacred covs on the national political scens is that segment 
of the Anmsrican ae oe termsd ‘small ete, 0.0 

The concept of “small business” is cifficult to define. The Small 
Business Adainistration, whase cntire mission is to essit the small 

usinessiicen, has itself several definitions, the exact definition varying 
according to the type of essistance (financial, prosurement, etc.) given. 
For the tame being, cmall business shall be defined for cur purposes as one 
that is independently owned, not dominant in its field of endeavor, and 
employs a small (S00 to 1,000) number of people. 

Over the years the governwent has developcd many ways of Jeoking out 
for tine ae businessman. It has set uo agencies designed specifically to 


help him; it has made financial assistance available ta him: 3¢ has studied 


his problems and echoad these in legislation offering solutions. It has 


elso uscd the government csntract to assist him, i.e., it has matie it 
possible for him to bs given profercnce when government contracts ere avardcu, 


4 A. 
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nMeractual assistance which this poner studies. 
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‘Arthur Mitier, "Government Contrects anu Social Cantrol: a 
Preliminary Inquiry," 41 Va, L. Rev. 27 (1955), 
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The mission of the Denartment of Defense is to provide for the 
defense of the nation. This it is charged by Congress to cdo in en economic 


and effect 


ive manner. Therefore, one of its primary objectives is to buy 
all the material and services it requires to fulfill its mission 
competitively and wisely. This, the objective of all purchasing units 
everywhero, moans buying the right combination of price; quality, and 
service.! The Armed Services Procurement R Regulation states this opjective 
in this menner: 


Competitive orcpasals shall le 
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officer to assure such full anu ; S 

the age went of types of suppiies arid services CSS 

reouirenents af the Military Sale, il cencerned, and thereby to cbtain 

for the governnent the most advantageous commen oriece quality and 

ocner factors CERS Si dered » Zz 
The emphasis placed on this, like all govermment objectives, can bast be 
measured by the emount and ievel oP public criticien the Denartment of 
Tulfilinent. Congrece, especially vociferous 
Senators and ths Censral Accounting Office, all tco frequently point out te 
the Denartnent of Dafense its failure to buy competitively cnd wisely. This 
objective, then, is anc that is irportant to the Department of Defense and 
one that it continually strives to meet. 

Other oojectives af the Desarthent of Defense in its procurement of 

requircments for national defense are sacia=-ccoronic in nature. that is 
rather than being concerned with the main thrust of the government contract 


(buying an ite ar corvice), they are concerned with the socio-cconemic effec 


Oy ro rocesves it. An im@oertent one of these objectives is to assist the 
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emall businessman hy awarding dsfense centracts to him. This objective, 
COU, has its roots in Congress, who for years has been expounding the 
virtues of tne small businessman because of his sconomic importance to this 
country. fhe small busineseman has also become important to the Department 
of Defense as a producer and supplier of goods end services. 

Kere, then, ere two important Department of Defenss objectives: to 
buy comoetitively and wisely and te assist the small businessman, However, 
that it can simultaneously implement botn of these objectives is questionable. 
The Armed Services Procurement Regulation contains all of the policies and 
procedures tne contracting officer must follow in order to meet the stated 
purchasing cbhjectives in fulfilling the materiel requirements of the 


* 
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Department of Defense. In conjunction wath the Small Business Administration 


and based upon tne statutory requirements of Congress, tne Department of 
Defense sets forth the policies and procedures governing overtds to small 
business in Part 7 af this reguleticn. Howsaver, a close look at Part 7 
revels that these procedures end the policies behind them sometimes conflict 
witn the objective of buying competitively and wisely. Likewise, the 


Fe 


dditional time 


e 
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implementation af these precedures (the paperwork, the 
required, etc.) sometimes cenflicts with the resnonsibility of the Department 
of Osfense, itself, to operate in an effective and ecanowic manner. In real 
life, when faced with these two conflicting interests, which does the 


Departssnt of nonce tend to subordinate, obtaining needed material at tiie. 
{ 


right price and quality or assisting the small businessman? Inevitably the 


laticr. / 


If some would cusstion this preference for one objective over 
another, just as many would question the second objective of assisting the 
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small businessman in gencral. One Deportaent of Defenses official! in 
testimony before a Congressional committee, for exarole, stated that tie 
Department of Defenses was doing a disservice to the small businassman when 


2 om 
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S,; if a siiall businessman 


tere 


it gave hin a prime gavernment contract.¢ Thay 


YeCeLVES @ Contract that eventually must be terminated because he Jectted the 


necessary facilities, the management cnpability, or the staff required to 


interpret the mass of government communications, the government did not assis 


him at ali, but ratner did hin a disservice. 

Herein lies the pradlem. The agency that is eble to provide tne 
assistance (the award of the contract) has another purchasing objective tha 
takes precedence over tiie osjective to essist the small businessman. 
AdGgitionally, the prime cantrect could, instead af assisting the snall 
businessman, be a Uisservice to hin. Considering this, perneos the overall 
effectivences of the assistance pragrans shoulcl be questioned. Yhat is the 


is: "How erfective is 


ted 


purpose of this pener. Tha basic reseerch questicr 


the defense contract in providing csasisvencs ta the snald businessmant" 
To provite a systewatic end orderiy copraacn ta the attemot co answer this, 


five subsidiary cuestions were asvclaneds 


1. What is the origin of tne uncdsrlying policy of assistance tu the 


2. What methods ere used by tne Department of Defense in trying to 
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3. What are the bsnerits and dinitations af theses? mechous? 





Mr, CGordsh We Rule, Cirectes, Procurement Control end Ciearance, 
Navy Material Curvand Headquarters, YVashington, DC. 
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U.S., Comewqss, Joint Econ@pic Comaittce, Econgay 2n Covern ont, 
Pens baforo tie suoccoaitice on Economy in Coverneone af une daint 
Oa Ree a wre. SS 
Fecnonic Comaitt s3, Gongress of tne United States, 91st Conge, 1S S25Ge, 


70, Pe 170. 
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4, What methods or combination of methods test fulfill the 
underlying policy? 
5. What ways are available to increase the effectiveness of the 


small business assistance pragrems? 


Scope of thse Peper 

There are many ways the government assists ths small businessman. 
The Small Business Acministration offers some twelve different assistance 
programs. fhe scope ef this paner, however, wild. bs restricted just to 
the contractual assistance programs, i.@., those four major programs designed 
to heln the small businessman obtain government prime and/or subsontracts. 
The paper will also limit its discussion only to Denartmsnt of Defense 
prograns and procurcments, 1.€., no othar governasnt agency procurcnents 
will be considered, There are two reasons for this. First, the Denartnent 
of Derense is the largest single purcnaser of osads end services in the 
world, | Socend, it collects largs emounts of Cava on its pracucasent which 
is published perictically. Thes2 reperts cond the Ocnarimene of Defense's 
frequent tostinony befcre Congress provide e reacily availabie courc? oT 
information en which ta bass a study af the share of procurements tne small 


businessman receives. 


There ore several prosgrems threuah which a emall businessman can 


. 


receive a government: contract. (Chapter SII exeaines each of these 
gseparately.) Wowever, it would be quite difficult, if nat impossible, to 


analyze the effectiveness of eacn procedure. In terns of the statistical 


Gata collected by the Departuent of Defense, the pragrams overlep and are 
not completely separable. Since the benefits and limitations af progren 
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may = generally opply to the others, a better criterion for grouping the 
orograzs for this study would be by level, i.¢@., whether they cre for prime 
or subcontracts. Therefore Chapter IV and V analyzes all of ths prime 

contract assistance programs together and all of the subcontract assistance 


programs topetner. 


Ressarch Methods Utilized 
The research for this pener was for the most pert secondary in nature. 
Specifically, a great veal of the information was found within the great 
wealth of testimony ond reports puolishsd by the Consressional Small Business 
Committecs, wno, althougn they ere not of a permanent nature, study and hear 


testimony an cach Congress on small business problems. Other major secondary 


are 
information sources were the Armed Services Procurenent Regulation and other 
of the Defense Department's numerous publicetions describing the manner in 
wnach it spends its procurement collar. Providing infermation to supplcoment 
these major secondary sovrces were several interviews with Department of 
Derense and Small Business Acwainistretion employees as woll es atnsr more 
general periedicals end texts on management and government procurement. 
Primary researcn in tas form of analyses 
data provided by the Desartment of Defense on its small business procurements 
end secondly of the small business derault rate were also inportent to the 


conclusions reached in this paper. With tnese excentions, however, the 
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reeeorch herein was cone: 
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rely secandary. 
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Organi.zaciGcn of the Papor 
CP Be ae eT oe ee ee 
It would be easy to simply accent the statement tnat the government 
snouid assist the onall Pusinesenen. Hawever, there are many valid reasons 
way the governnent dogs. The farst part of Chanter It-—"The Histery of tie 


My ded rf, . — Pans a "me 4 P| -4 tear: of 9 a om iy iodew tal 
Government's Assistences to the Sruli Businessman"-+-explores the economic 





-—_— of the small businessnan. With the reasons for assisting the 
small bus Sinessman weld established, the discussion then turns to how ths 
government has reacted to provide the needed assistance. The last half of 
Chapter Ii discusses the various organizations that have been created by 
Congress over the years to assist small business. 

During the evolution of the present small business assistance 


orgenization, many policies wore developed. The first part of Chapter III— 


"The Small Business Assistance Pragrens"--examines these policies of Congress 


and the Denartment of Defense. The second part of Chanter IIL explains haw 
the Department of Defense is organized to carry out the small business 


assistance progruas., Finaliy, the last part cf the chanter exomines in 


deteil the so 


0) 


cific contractual techniques employed by the Donartment of 


Defenss to guide contracts taward the small businessman. As part of the 


ak 


iscussian of each technique, special actention is given to the sucesss of 


sy 


mall businsss in ontoaning government contracts. 


The performance of small business in tne faiclid of goverment 


9 


procurement, cice illustrated, is prenaration for the next chapteree"The 
Effectiveness of the Assistance Procrams"--which evaluates the benefits and 
limitations of the programs. In this discussion severel viewooints must be 
considered, since a different evaluation can result from each. In the first 
part of the chapter tne programs ere evaluated from the vievpoint af tna 
Small Business Aciwinistration. In the second part of the chapter the 
programs are evaluated from the vievnoint af the Denartment of Dsfense. 


Finally, the progrems are discussed frea the viewpoint of the small 


businessman. 


It is the purpose of the final chaoter of this paper first to braerly 


r 
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summars.ze the progrens and their benefits and limitatiens and thon, basad 


on tnese evaluations, to answer the basic research question--how effective 
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4s the defense contract in providing assistance to the small busineseman? 
The last part of Chapter V goes on to make, based on the Findings of the 


paper, recommendations for improving the programs. 
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CHAPTER If 
THE HISTORY OF THE GOVERNVENT'S ASSISTANCE YO SHALL BUSINESS 
introduction 


The government's past and continued cencern for the small businessman 
is en PEEL ly recodnizable phenomenon. Congress has demonstrated this concern 
by establishing Select Committees each ycar to study the problems of small 
business, by creating agencics whose sole purpose is to assist the small 
businessman, and by enphnasizing the importance of small business in numerous 
pieces of legislation. | The purpose of the first part of this chenoter is to 
identify the reasons for the government's interest in small business. 

The present policics of the government toward the small businessman 
were born in the 7930's, wnen the gavernment contract was first used to 
Further socio-ccononic Gauss. The various agencics Cangress created to 
assist small business curing World War II, during tne Kerean Conflict, and 


in the years that followed all played a role in developing thse policies in 


, C 
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ect Bouey The second part of this chepter, then, will trace the 


2 present-day policies by exemining tne agencies which have 


O 


evolution of thes 
been created through the years to Tulfili tne Congressional policy of 


assisting the small businessmen. 








A partial list anciludes the Defense Production Act of 1950, the 
Armed Services Procurensrt Act, tne me ‘préberty and Achinistrative 
Services Ast, the National Acronsetics aad Space Act, and the Communications 


Saeeiiitce Act. 
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The Econcmic Importence ¢ of the Small Businessman 


AT Ba Y te 


The growth of the United States fron thirteen colonies to a world 


power is alsa tne story of the growth of American industry to a position 


of ths greatest manufacturing nation in the world. | At least part of this 


dramatic cevelopment can bs atiributed to the fact thet the economic basis 


of our nation is a system wnich encourages privately owned and cpsrated 
businesses. fo this extent, the role small business has played in the 


success story cf our nation is an important one. Tra aditionally ¥, small 


business sharpens competitions it disperses economic power; it helps to 


= ——— --§_ ————— 


increass the efficiency of industry; it provides a source for now and 
better products; and it reoresents an econawie opportunity to the individual 


American. 


~ ceed 


ie Inportant effect of small business on our economy is that it 


stimulates competition. The importance of this is stated clearly in the 


Small Business Acts 

The essense of the Averican economic s Syoea af private enverprise 
is free competition. Only througn full end free comnetition cen free 
markets, free entry into business end oonartunities for expression and 
growth of porsenel initaetive and individual judgement be assured. fhe 
preservation and exmension of such competition is basic not only to the 
economic well-being but te the security of this Natien. Such security 
and well-being cannot he realized unless the actual potential capacity 
of small busingss is encouraged anc! developed.< 


How does small business act to increase compstition and thereby stimulate 


the economy? When many firms are eliaved to cempece in-the same market, 


two things usually heppens prices are Jowcred and quality 4s improved. One 


OE OS RTT EF FF ET 

Vy, RAR, Spriegel, Incustriel fenagopenc (fiaw York: dohn Wiley & Sons, 
Bite, 1953), Pe Le 
‘Sabli Business Act, 19 U-S.G. 631, 
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the market is in equilibrium, that is, until supply once again equals demand. 

Another effect is that one firm will eventually, rather than lower tis Pace, 


Gomes cut with a product better than the rest. If_he can differentiate his 
product for even a short woile, ha will be in the crivieble position of being 


the sole supplier and/or possibly the biggest profit ma 


cer. The consequence 
of his better praduct over the long run, DOWCVEDs will be that competition 
will copy or come cut with a product oF like quality, and the market will 
eventually again be_in equilibriun.<. Prices thus kept at a minimum end 


quality at a maximum is the icecal of a sound ccenscny. To this extent, 


small business is indcsed important for the well being of cur naticn. 


a 


Another effect of small businsss is that it tends to_disnerse the 
economic power of U.S. industry. Indsed, there is a tendency in our country 
toward « concentration of economic power in tne hands of only a few companies. 


As shown on Table i, orily 2.6% of the comnonies in the Unitcd States 


( 


eccounted for 77.45 of the receipts (sales) in 1957. 


TASLE 4 























Te G G4 c a 
NUMBER AND BUSINESS RECEIPTS OF U.S. BUSINESSES FOR 1957" 
Size of | Nuaber of | Total | Percent of | Percont of 
ets) | Cerpenies RECeipES | Total Total 
dollars) (oc0) (<0G0, 000) Number Receipts 
Untisr 10,000 6,135 18,593 | 53.0 132 
40,000~25,090 1,969 34,343 i7e2 250 
25, 000-50, 000 i222 42,483 10.7 On 
50, 000-160, 090 921 63,183 8.0 4.0 
400, 000-500, 00 og 905 200,639 8.5 (ay, 
Over 509,090 | 203 1 1,218,149 | 2.6 Tra 
ee NOTRE MERE EL ADLER Or ETT Eo = na a ae 
“Sources U.S. Bureeu of the Cencus, Ste PRS ® VERIO Re SUAS 
United & Staton: 4 1920; fis c ed,: tasnimgtomr, 0.0: 
Government Print: ny OTTAc2; 1970) p. 470. 
Danald S. Watson, Prise Theary and its Uses (2ad. ed.3 Boston, Mass: 
Hougnton Mifflin Corpany, “4853), pn. Pag, 
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An even more dramatic illustration of the tendency toward concentration 
oF economic power in the United Stetes is Table 2, which shows for 1969 the 
emount oF assets owned, the number of personne] cenployed by, and the net 


income_of tne Jargest 500 companies in the United States. 


TABLE 2 


ASSETS AND EMPLOYEES OF THE TOP 500 COMPANIES FoR i969° 














oie ASSETS EVPLOYEES NET INCOVE 
F Amount | ve | Number eee) Asount % 

RANKING 1(3000,009)| of Total (000) | of Tote’ |(¢000,000)| of Total 
— ze ean es eee ee — ee Le ao tne 22s ee 

1-100 | 260,730; 64.9 i 6,694 69.0 | 16,275 : 65.9 
101 — 200 , 69,673 17.3 | 25736 18.4 | 4,224 | 1701 

| 

201 - 300 | 35,525 | 6.9 4,452 9.6 | 4,946 | 7.9 
301 - 400 20,955 5.3 ! 4,040 7.0 | 1,252 5.4 
401 = S00 14,649 | Aue | 692 4.7 982 4.0 
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“source: U.S. Bureau of Census, Statistical Abstract of the United 
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States: 1970, (91st ed.; Washington, D.C.: Government 
Printing OTvice, 1970), po. 477-478. 





A quick comparison between the ton-100-cerpanies andthe cessenies. ranked 
a 





from 4071 to S00 shows that the top 100 comnentes’ assets were almost t 18 tines 


ome 





as large, the number of pesple they erzploeyed was 13 times as many,-and their 


net income was 16 times as great. Considering that altogether there were 


ver 11, ooo, 000 businesses in tine United States in 1967', tnat indicates a 


tremendous concentration of economic power in tne hands of relatively few. 
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Likewise, the jorge corporation doninats “oe Sens ome >Ynment procurensat ee 
eter ee ae m 


Eighty percent of the value of _all_ purchases made by the Department 
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af Defense are placed with large corporations, | In fact, in 1970 the five 
top contractors received a larger share of the defense dollar than all of 
the small business firiis taing businass with ths Department of Defense put 
togather.° The top Department of? Defense contractor, Lockheed Aircraft 
Corporation, alone received a bigger percentege (5.9%) of the total awards 
than were specifically set aside for small business (4. 2h) .° That 
concentration is generaliy undesirable end that tha government should do 
yverything in its power rather to keen economic power disnerssd has been and 
continuss to he the cry Gf rany in this country. Franklin 0D. Roosevelt 
stated in his message to Cenagress requesting Antiefrust legislations 
Among us todey a consentration er private power without equal in 
history is aroving. 
This-cencentration is seri usly imparing the economic effectiveness 
of private enterprise as a al af providing exployment for labor end 


cavital and es a way of assuring a more equitasle distribution of income 
and earnings among the pecsle of the Nation as a whole.” 


e 


One means the gavernment has to assure the dispersion of economic power is 


£ 


through regqulatian such as Roosevelt was advocating. The other means is 
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Me Small business also affects tho efficiency of U.S. industry in 
a The very nature of small business demands socctializaticn, 
constitutes decentralization, and assures flexibility, all three factors 
which contribute to greater efficiensy. 


Because of their size, most emall businesses can perform only one or 
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two_tasks. It is a wall known management concept that out of epecialization 
of tasks evolves efficiency or operation's just as specialization of tasks 
improves the efficiency of one man's efforts, so soccialization of oncrations 
improves the efficiency of organizations, and specialization of one firn 
imoroves the efficiency of an industry. Such is the impect of small business. 
Likewiss, many wlaely dispersed small businesses constitute the kind 


of Gecentralization of managenent that many largs corporations strive for 


< 


today. Decentralization fosters efficiency, or in the words of tuo 


management authorities: 
alan 2 said 
Decentralization of authority has ss grown in recent years that the 
management that coes not subscribe to it may appear cutmoded. this 
development is understandable, because if enterprise efficiency lies in 
the ee oF cae it is logical that those responsible for this 
te planned to manage and tnat this 
aly be pushed dawn into tne organization. 


fo 


And, the capobility small business naturally has for flexibility 
further serves to improve the efficiency of U.S. industry as_a whole. 


tthe necessity fer formalized rules and a nesd fer e highly 


(J 


ch. the small businessman is much more flexible in his 


pa 


coardinated enora 


~ 





response to ae situation. This flexibility and speed of reaction helps to 


fay 


improve the overall) efficiency af ti. industry. 
Snall business is also imsorvent to the American economy as a source 
af new praducts. In his fight for survival, the enall businessman is often 


mare innovative than the large corporation which cen afford to sit back and 


rest on its leuresls. As Jonn E. Horns, Chairman of a White House Comnittes 





Soscializction is not a new concept. It was originally pointed cur 
by Henri. Fayol in his book, Gencral end Intusteial. ig Ts SAS Wriccen in 


491G. He gefined enecialization as the "division of work ta produce more and 
better wark with the cane effert.” 





COE 


Prinoinles of Banancrens (4th ed.: 


Pa ~ 6 - - 
Harold Keentz end Cyril O’Ocane] 


- 
<5 
New York: McGraw Hill Bost: Compeny, 1963), p. 37d, 





There is no indication that economic concentration, larg 
long exserience, or an abundance of trained personnel lead n 
to technical praogressivencss,. JIndecd, there are meny euthoritativ 
voices and mucn statistical evidence to the contrary. A former vice 
president of General Electric, in chargs of the appliance cdivisiscn, wrote 
that "original inventions are no_more plentiful, preportionately, in big 
than in small organizations." He ergues, for example, that “in the 
electrical eppliance industry, the better clothcsevashing machines havs 
not been praducea by the monster companies but by the relatively small 
independant companies specializing in ons or two products, This is alsa 
true of ranges, vacuum cleaners, radios... etc." {in his opinion, the 
prospects for technical progress ere greater woere the centers of 
initiative are cviffused, where thousands of individuals ond organizations 
have the incentive to work and think for the future. ! 





Finally the small business is important to ths nation because it 

‘provides the cpportunity for individuals to fulfill the "American Drean", 

that_is, to awn one's ovn business. This opportunity for self realization 

and expression haa played en insortant role in tne development of the industry 

of tne United States.° 
The small businessman is, then, of great economic importance to tne 

United States. His being given the appertunity to compete wlth the lease 


important ramificatiens nat only for the governnent, but for all of industry 


e 
Paoe@eecy hacricen as well. 


Legislative History 
During the 1930's whsn the United States was struggling to recover 
from the groat ecanomic depression, Congress began to show interest in and 
passed into law many socio-economic assistance programs. From one of these 
progrems was born one of the first agencies to assist the small. businessian, 
1 


the Reconstrustian Finance Corporation. Created by Congress in January, 19392, 


its primary function wes ta make loans to husinesoman, large and small. 


Cn 
gy 
3 
} 
) 
fo 
QO 
Cs 
any 
@ 
GQ 
= 
{1} 
id 


Hence, the beginning of the Federal Gavernnent's assistan: 


OS wR BS OT. Re is Ot ee ce 

i = * fF oe 

TH. ot J. | .f Ee + F a Ju Pap amy =. Cres -y ti Gogae Saal) fe v a hYa !-.} S& was ean | aymoanec? 

Waite Mscuse Comait vee cn Segall Usorress Why Helo Stalk Cusiniss: 
Yad = 


S , 7 
ae 4 re * Cas “ ~ "Qe fF s. rt ry -* aves ‘ ie Wie oe ete w~ f 
by dohn E. Horne, Chakrman, a Mancagropnog unauateu roport, Pe ioe 


“Thid. , Pp. Ge 





16 


businessman. 


During this seme tine period (4930's) tne..Supreme Court chese to 


~The 

follow a narrow interpretation of the 2/ Cons: tnoution and struck down a large 
ee 

portion of ths New Deal legislation. The Executive and Legislative branches, 


feeling their power somewhat constricted, searched for other means to effect 


the LE social and etconomic progrens. They embraced the idea of ths governazent 


on 
~—_— 10 hp ee 


contract. Contractually enforced minimum wage lays, preferences for_UsSe 

ee co pase 

made material and U.S. firms, prohibitions of child and convict labor, etc., 
ell originated in this periou. Logically the idea of using the government 
contract to assist the small husincssman would-also gain momentum. 


Althsugn Congress cid not take any furtner actions in the 30's to 


Formal ye ssist the small businessman in his effort to cbdtain government 





contracts, it was quick to act when World War II started. It wanted to 


ee eer nm 


ensure that ths small businessmen was not overlooked in the rush to mobilize 


be 


the industry af the United Stetes. Therefore, on July 711, 1942, it passed 


x 


Public Law 77-503 and created tne Smaller War Plants Corporation. This was 
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the first agency specifically created to assist the small businessman and 
out of it evolved many of tetlay's small business procurement policies end 
aio ian 


orograns: One of its primary functions was ta assist the small businessman 


in opvtalning prime government contracts end subcontracts from_prine 


contrac ctors.* It also established and maintained on inventory of small 


= 


business preduction facilities. This inventory was used by govarnnent 

' 

buying agencies end prime contractors in locating_small business sources for 
protucts they ncedad. The Sualler War Plents Carporation alsa had the 
capability to actually muke cubsuntr ets with snall business firns. The 
Dis@ipg @csncy would cowtract_with the Smaller Wer Plants Corporation far 


a required jtea, and then the Sualler War Plants Corporation would award a 


subcontract to a small business. It was then in a position to provide nore 


| 
| 





i, 


assistance to the small businessmen than if tne small business hadi contrected 
directly with the government, Finally, when the small businessman needed 
financial assistance, the Smaller War Plants Corporation was able to make 
losns to hin. 

A During its existance from 1942 to 1945, the Smaller War Plents 
Corporation had an enviable record of performance. Table 3 reflects the 


number of awards that it assisted the emall businessmen in cbtaining. 


TABLE 3 


MALLER WAR PLANTS CORPORATION 
(November 1942 ~ November 1945)® 
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Contracts Awarded Small Business Number (¢ (e000, 000) 

- = x eee | a 
PRIME CONTRACTS | ~—s«¥§8, 385 ! 5,709.0 
SUBCONTRACTS from Prine Contractors 52,000 | 30.6 
SUBCONTRACTS Yraia the SWPC 12 a San 
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a. % $ ° oe: 
Sources Aduisen W. Parris, Tho Small Business Acwinstration (New 
York: Fredrick A. Prosger C Co.; 4963), p. 18. 


The omaller War Plants Corporation was disestabiisned by Executive Order soon 
after the end of World Wer II. However, its functions were not abolishsca, 
but rather were transferred to other permenent agencies. The lending and 
prime contract assistance functions were transferred to the Reconstruction 


L * 


Finance Corporation. The resaining functions and peaple were moved ta ths 
Office of Smali_fusiness, Dzepartment_of Cownerce,. But, the Office of Small 
Business with its i fev functions ended un doing little but pratuce forecas 
end provide inforwation to the small businesemen, 
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stance rendered to small firms during World War II by tne Srialier 
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War Plants Corporation, Congress decided to ercate a siniler agency, In 


July of 1957, as an amendment to the Defense Production Act_of 1950, it 


created the Small Defense Plants Administration. Again it was the 
responsibility of this agency to aid the small businesenan in Wis attempts 
SS 


to_obtain government contracts, Like its forerunner, the Small Defense 


Plants ACministration not anly provided counseling and informatien services 


Sy 


to the small businessman, but also had the capability to actually subcountract 
work to him. One new assistence conability that Congress provided the Small 
Defense Plants Administration, was the ability to make competancy 

Bee fenations, that is, to certify that a small business firm had the 
cepability to complete a contract. This determination was issusd in the 

forma of a “Certificate of Csmpetancy" to the government buying agency. The 
Certificate of Competency or COC was bindsng on the contracting officer, that 
is, the small businessman's bid could not be discualified because the 
contracting officer questioned the capability or capacity of his firm to 
complete the contract. A competancy review was usually made only on firms 
that were low bidders on a cantract and therefore often meant a savings to 
the government if the firm was determined cto have the cepabslity and then was 
awarded the contract. During the two ycars that the Smali_ Defense Plants 
Administration was in existence, it issuea 125 Certificates of Competency. 
The savings that resulted from these .ections_anounted to aver-GS-million. 
However, as shown on Teble 4, the Small Ocofense Plants Administration's 
overall performance was substantially less then the Smaller War Plents 
Corporation. The primary reason for this poor performance vas that the 


, A. 


Small Defense Plants Acministretion had no direct voice in the ewarding of 


eS 
% 





et 
poceenment cantracts., It acted only as an advisor to the contracting 
aa 
officer and had no route af appeal if the contracting officer decided not to 


follow its edvice. 
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TABLE 4 


MALL DEFENSE PLANTS ADMINISTRATION 
(July 1954 = July 1953)? 
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Contracts Awarded Small Business Number Aboca 05) 
BE eee 
PRIME CONTRACTS 2,197 ! 591 
SUBCONTRACTS fron Prime Contractors 759 : fo 
SUBCONTRACTS froa the SDPA 7, | 2 
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Source: Small Defense Plants Administration, Sevonth Quarterly 
Report of the Small Derense Plants _ Aduinistration 
(Washin NYC, > Dele? Government Printing. Office 2» 1953), Nee 
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By 1953 the defenss requirements of the Korean War had bsen met to 


the point wners the nation starved moving in the direction of o neace tine 
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economy. However, this tine Congress felt that there was a continuing nsed 
a “s 





even during peace time for a separate egency within tne governzent to carry 


cut its policy of assisting tne small businessman. Therefore, on July oO, 


‘, 


1953 it passed the Suall Business Act and created the Small Business 
Adaini stration , @ new government agency whose purpose was, according to its 
basic charter, to assist and protect the interests of the small businessman 
dad ensure that he gets a fair preportion of governnent ecnt aceon The 
act abolished ths Smali Deferse Plants Administration as well as the 
Recenstruction Finence Corporation and provided for the essunptian 

OG =n 5 


of most of theses organizations’ functions by tne Small Busines 
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“Smal Business Act, 15 U.S.C. 631. 
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Adainistration. ' 

In i958 Conoress pesscd P.L. 65-535, an amendment to the Small 
Business Act, and added substantially to the original small business 
legislation. Th? paranount feature of this new lcaislation was that it 
retognized the Small Business Acninistration as a permanent agensy of the 
Federal Govornment. Additionally, Congress clearly accepted independent 
small Business enterprise as a distinct end vital clement of the national 
poomny.~ Overall, the stature anc resnonsibility of the Smell Business 
Administration was substantially increased. 

in these acts and a less significant enencdment in 1951 that 
established a subsontrocting program 
was given a wide range of functions. These functions fall into three broad 
catagories of wectardice: financial assistance, Hanagemenc assistance 2, and 
procurement assistence. 

The financial precram consists of making and gusrenteeing loans to 
small businessuzn for expansion, acestisition of fixed assets, or working 
ceoital, Snecial leans ere availoble to provide cenital for low income or 
disadvantaged parsons to start a business; others help small businessne 
recover from the effects of natural disasters. 

In the area of manegenent essistance, the Small Business 
Administration operates two well Known counseling and information services 
called CALL (Counseling at the Local Level) and SCORE (Service Coras of 


Retired Executives}. Jt also sponsors many ocministrative management courses, 


ne day cenferenses, workshions and clinics. And, it publishes a larga number 
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and wide variety of pemphlets, books, end other publications designed to 


assist the small businessman. 





it is their procuremsnt pragram that is significant to the subject 


Te ee 


—~—— tee, 





at hand, and the Small Business Administration offers quite a bit of 
assistance in this area. ft mainteins almost eighty field offices in the 


_- 


major cities across tne United States to advise small businessmen on prime 
and supcontracting opportunities. Small Business Adainistration procurement 
specialists assist ths small businessman in having his name placed on bidders 


Bots. in obtaining specifications and drawings, end, in general, by acting 


as @ “ie tghel interface between the buyer and tne seller. The Small Business 


Administration also gives atvice und assistance tnrougn their many 
procurement relatsd publicatians. Publicatiors such as “Tne U.S. Government 


Purchasing and Sales Directory" und "Selling to the Covernnent" are provided 
either free or at a nominal cast. 

The Small Business Acministration agiso takes an active role in 
obteining government contracts for the emall businessmen. Like i 
forerunner, it has the cactability to issue “Certiracates of Comuetansy"”. 
Likewise, in a couporative effort with the government buying agencies and 
local business groups, it particinates in many "Contract Opportunity 
Meetings". In these mostings, smoll firms learn of prine and subcontract 


onportunities when the government and prime contractors present their need 


and requirements ond discuss bidding cpportunities. The Small Business 
\ 
i] 


Administration also helps goveranent end prime contractors locate additional 
small business suppliers. It maintains an inventory af snall business 


# 


s comtinually trying to exnand 
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Finadly, in coogcration wich tne Department of Defense, the Srall 
Business Administrotion hes develened four formal progravs to direct prams 


and subcontracts to the sail businessman. These progres, the Section S(a) 
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contract pregrem, the subcontracting pregram, the set-aside program, and 
the assistance measures given wien small business cotpetes with large are 


the subject of the next chapter. 


Summary 
As in the past, the small businessman continuss to play a 
significant role in the ecenamic development and well being of our country. 
Indeed, he has a vitalizing effect on the market. He helos keep prices 
down, quality up, and competition keen. His being in the market helns 
disperses wane power without resorting strictly te govermment regulation. 
He increases the efficiency of industry because he is inherently 


cs ecentralized, usually specialized, and naturally flexible. He is also 


a source oF new and better products, sance he must bs innovative in order 
to survive, Finally, he is a symbol of the "American dream", the epitame of 
what epportunity means to the individual American. Surely he is worthy of 
assistence in ene cconomic ring. 

roviding assistance to the small businessman is not a new icea, It 
had its beginning when the country first becens "social welfare" conscious, 


that is, soon arter the cepression. eine first kind Gf assistance the 


4 


government offered was financial; it sst up a loan agency calicd the 


Reconstruction Finance Corporation. OBuring World War IT and tnen again 


during the Korean Conflict, in the government's efforts each time to increase 


the mobilization base, organizations (The S: naller Wor Plants Corporation 
from 1942 to 1945 end the Siaalld Defenss Plants Amand stretian from 1951 to 


4953) were formed to help the small_businessaan get someof the weny _ 


rv4 


governusnt contracts for war materials. Because theses orgenizations were 


fit im their sesaon, it ves cmoitcde 1953 that an organization of 


this kind might also be valuable in a pecee time ecoeacny. The Smali business 
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Administration which was created by the Small Business Act of 1953 assumed 
the fieancial function of the Recenstruction Finance Corporation end the 
procurement assistence functicns of the Small Defense Plants Administration. 
Today it provides ussistance of many Kinds, but It is the many forms of 
procurement assistance that is of significance to this pager, particularly 
the programs that have been developed in conjunction with tne Department af 


Defensa. The next chenter will discuss thess programs. 


—— 





CHAPTER {I1 


THe SMALL BUSINESS ASSISTANCE PROGRAY 


Ini crocuction 


in an effort ta trace the evolution of the governnent's policy of 
assistance to emall business, Chapter II exemined chronologically the 
vorious orgenizetions created over tha years for this purpose end, more 
specifically, the functions of these organizations. It now seems eppropriste 
to teke a cluser leok at the present day policy and the way the Desartment 
of Defense is organized for implemsnting this policy. The remaindsr of this 


$ 


paper will consider small business assistence t is available in the form 


tte 


Ss 


shy 


of verious prograns within the Desertnent of Defense. The purpase of this 
chapter, then, is first to examine the stated sail Business assistance 


policigs of the Congressional and Executive branches of cur government; 
secontly, to describes braefly the organizational opprosch witnin the 


Department of Osfensa for implementing these polacies; and finally, to 


examine in ceptn each of the assistance programs availabie. Jn pursuing the 


last, emphasis will be placed cn the svecific procedures followed by tine 
1 
Department of Defense as well as the performance ar end results of each of 


these proorens. 


Policies Behind the Progrens 


IT Oe WARD ePes spRde nae Te LEY ER a AES Ps Kn EIEN BM IY eB OL 
Thre My nN tne YAS Consre 55 has CA0s eo od its policy 1 covord the small 


busin@ssman meny times and in meny ways. In the words of a recent 


Congressional report, "The Congress has repeatedly declardd the nved to 








preserve and strengthen small business in order to preserve our free 
economic enterprise systen" and " gaverrasnt procurement is specifically 
designated .. . as a major erca in which small business is to be assisted, 
protected, and afforded the opportunity to participate equitably! Members 
of the Small Business Committee traditionelly express their view of what the 
Congress’ policy toward the smell businessmen should be at the opening of 
hearings. Congressman Broyhill of North Carolina once stated, 


The Congress, in its mandate contained in the Small Business Act, 
directs that all Government egencies must aid, assist, counsel end 
protect simall business and see to it that a feir preportion of purchases 
including subcontracts bs placedeeand If emohasizes-nplaced---with small 
business. 

Through such effort our Government can best assure that small 
business can and will remain vicorous. Through such efforts, we can 
assure the maintenance and growth of this senment af cur economy so vitel 
to our economic healtn anc military defense. 

Gimultaricously, we can best assure that the Government in its 
procurement gots the most for its dollar, for it has been proven that 
small business generally provides the greatest efficiency, the Plexibility 
and the creativity required. 

Therefore, it is to see that Government does obtain the most of tha 
beneficial contributions of small business end that small business 
provides the full measure of its capability that commands our efrorts 
today. | 


However, the most exnlicit statement of the intent of Congress is in the 
§ 
Small Business Act. It states 


It is the declered policy of the USiEe ss that the government should 
aid, counsel, assist and protect, insofer as is possible, the Roneete 
of small business concerns in order to preserve free competitive 
enterprise, to insure that a fair proportion af the totel purcnases and 
contracts or suycontracts for property and services for the Government 
(including, but not linitecd to contracts or subcontracts for maintenance, 
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repair and construction) bs pleced with small business enterprises, to 
ensure that a feir pronerticn of total sales of Government property he 
made to such cnterprises, and ta maintain and strengthen the overall 
economy of the Nation. | 


it is, then, the specifically statcd and oft repeated policy of the Congress 


So 


of the United States to actively ossist the small businessman. 

The stated general policies of the Department of Defense vary little 
from with those expressed by Congress. The Armed Services Procurenent 
Regulation states: 


It is the policy of the Department of Defense to place a fair 
proportion of its total purchases and eee ys supplies, research 


and develosment, and services (inclutling but not limited to contracts 
for maintenance, repairs and construction) with atl business concems. 


-Every effort should bo macio ta encevrage participation by such concerns 
in the procurement of supplics and services that are within their 
capadilities, Heatis of Procuring ACTIVE TA 28 hep aaily of field 
purchasing and contract adulnistration act 1@5 are responsible for the 

effective implementation of the Small Business Progran within their 
Soe ve activities. Procurement and technical personne] attached to 
such actavities shall be informed of the benefits that eccrus ta the 
Nation and tha Department of Defense i Se the proner use af the 
canpabilitics of small business concerns the procurement of military 
requi. YEHENTS » 


~ 


e 
et 


This general Department ef Defense policy has bean amplified many tines 


before Congressional cenmittees. For instance, John HM. Malloy, Osputy 


Assistant Secretary of Defense, Inatallations and Logistics, in testimony 
before a subcommittee of the Houses Committee on Government Operations on 
October 17, 1969, stated that: 

We [the Department of Defense | have a policy that Flo ows From and 
| dmplements the Saall Business Act. The Policy has as its philosephy, 


@s stated in thet act, that o fair yreporcion of Defense purchases will 
awarded to small business concornse 





‘Snell Businsss Act, 18 U.S.C. 631. 
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Representatives, pursuancs to H.R. 474, Gist Cong.; ist sess., 1969, p. 20. 








As to what, according to its general policy, thea Department of Defense 


considers a "fair share" he elaborated further, stating, 

A fair share is hard to quantify. I would say the objective is to 
provide mathods whereby suall business concerns are provided an 
equitesle opportunity to comoete for cur business. We make knova to 
them the things we ere eee Ve Reig then by instructinsy then en how 
we do our business. In addition, we have adopted special programs 

esioned to carry out the intent of that law. 

in order to sce that the general policies are implemented, the 

Department of Defense defines in the Armed Services Procurement Requlation 
its specific policies regarding small business. They are: 

1. To seek out new small business scurces. 

2. lo give wide puplicity hotn to the manner in which ths Defenss 

Deparcnent buys end to all prcapused procurencnts. 


3. To include all esteblisned ana cualified small businesses on all 


bidders lists, 
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4, To actively salicit prenosals fro 


5. to, where practical, divids procurements among larce and smal 


t 
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business, 
To allow small business maxinua time practicasle for submitting 
bids. 


7. Ta establish cielivery schedules that will encourage small business 


=» 
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participation. 
8. To ensourage subcontracting to small business by large prime 
contractors. : 


9. To use snall business as planned preducers in tne Industrial 


Readiness Planning Progren (a mobilization program). 
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son with other government agencies and nublic end 
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10, To maintain lie: 
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private organizations in order to provide information and 
assistence to small Mleiness. 
The Department of Defense, then, in vadertaking to fulfill the intent of 
Congress has developed policies, both general end specific, which clearly 
are intended to assure real assistance for the smal]. businessman when it 
comes to government procurements. 


Organization Within the Department of Defense 
for ¢ Small _Bus siness Assistance 


Considering the size and scope of the Department of Defense's 
progrems of assistance to small business, its organizational anproech for 
Mi enenting this assistance is quite simole. In general, Department of 
Defense personnel assigned to this function are staff edvisors; at the 
headquarters level they are part of Department Secretaries! staffs; in the 
field they are on the staffs of the Heads of Procuring Activities. 

The Director for Small Business within the Oepertment of Defense is 
on the staff of the Assistant Secretary ef Defense (Installations and 
Logistics). He is responsible for advising the Assistant Secretary on 
matters relating to the establishment, implementation, and execution of 
the Defense Department's small business proorams, he also acts as tre 
Department's representative in discussions with the Small Business 
Adin. tion and other government agencies regarding small business policy. 

To implement the policies and programs at the department level, each 
military department and the Defense Supply hr aeaky naintains an Office of 


Small Business. The Chiefs of each of these offices has responsibilities 


sSinalar to the Director of Small Dusiness for the Department af Defense, 





‘ee Deparcment of Defenee, Armed Services Procurement Fogulation, 
para, 1-702 (is ). 


STbids para, 1-704. 1. 








exceot that the scope of their duties and authority is limited to the 
department to which they are attached. That is, they act as sdvisors to 
either the Secretaries af the Army, Navy and Air Force or the Director of the 
Defense Supply Agency end represent their perticuler oroanization in policy 
4 

discussions. 

In the field, that is, at each of the principle buying activities 
end contract etministration offices throughout the Department of Defense, 


there is a small business specialist oppointed ta implement the small 


business program. He is employed by tne Defense Denartment end usually works 


2 


directly for the Hoad af the Procuring Activity.” He is net, therefore, 
subject to the cirection or centrol of an activity's contracting or technical 
personnel.” The small business snccialist is assigned a veriety of functions, 
more specifically: 
4. To locate capable cmall business sources. 
2. t0 coordinate the replies ta small businessman's recuest for 
information end assistance. 
3. To revie all prepescd procurements in exsess of $2,500 for 
possible restriction to emall business sources. 
4. To review pracuremcnt pregroms for possible breakout of items for 
which small business has canability. 
5. To ensure that availeble finenciel assistance is affered. 


G. To participate in prospective contractor responsibility 


4 
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ae Air Force is the major exception, Here, according to the Armed 
Sorvices Peon shag eon pare. 1~704.3 Ceo io. he he is assigned to tns 
Directcr of Procurcment and Production or a covnerable person et each central 
maand, the chief of cata contract 


a acevityeand dda jor Air Ca 
adwinistratian nctivity, or the Bsoe Ceviaendar of @ lotal purchasing activity. 
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determinations. 
To evaluate prima contracters' subcontracting programs. 
8. fo ensure that small business participation is accurately 
renorted., 
Within the Defense Department's organization, then, the key men to the 
effectiveness of small business assistance prograns is really the small 
business specialist. Located at the level where contracts are actually 


? 


awarded, he and his efforts toward assisting small business cen and should 


show positive results. 


Contractual Assistance Techniques 
The Department of Defense has currently at its disposal four means-~— 
be they called procedures, progrems, or technicues--of channeling contracts 
toward the small businessman. The development af theses four techniques was 
the joint effort of the Department af Defense, the Small Business 
Adninistretion, Congress and industry in general. Their administration and 
implementation, however, is primarily left in the hands of the Defense 


Department. Two of the four techniques are subcontracting programs; the 


others are programs for directing prime contracts to the small businessman. 


Subcontract Programs 


Section 8(a) Contracts 


One subscantracting technique for assisting small business is tne 


1 


Section 8{a) contract. The Small Business Administration, like its 


predecessors, has the authority to enter inte contracts with government 


procuring activities for supplies and services and then to subsontrect the 
requirement to small businesses. This authority is derived fron Section G(a) 
af tne Small Business Act, whence the contracts recezved their nome 
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The Small Busincss Act does not designate or restrict how thes 
contracts are to be used; however, they are a logical choice for assisting 
the struggling new suall business, the small business in the making, or the 
emall business in arees of hardcore uncmploynent or concentrated minority 
settlement. this is kscause the government offers small firms that are 
awarded G{a) contracts free management ana technical aid in planning and 
operating their business. fhe official Denartnent of Defense policy toward 
the 6(e) progrem therefore is: 

‘to enter into cantrects with the SSA to foster er essist in the 
esteblishment or the growth of small business concerns as designated by 
the SBA so that these concerns may be eee nash competitive 
entities within a reussrable period of tins. 


The first step the small businessman or potential small businessman 


must make in an effort to receive a Section B{a) contract is to submit toa the 


Smoll Business Adainistreticn a writ 


4. 


cen plan outlining his company's product, 
financial candition, management and technical canability and prospects for 


the future. IF the plan meets its cnproval, the Small Business 


q 1S 


Administration submits it to the Orfice of the Assistant Secretary of 


Q 


Defense, (I6L) along with its prepocsal fer sunserting the plen, showing the 
following informations 


eae 
o become a self-sustaining 


1. The bac! poeonas and owner th 

2. How and wnen the firs ia i oe 

, entity. 

3. The extent to which procurenent assistance is nested and an 
ice pear icat tion of the recuarements s rom the Department of 
Defensse » « arti 

4. If tne firm is curreritly 
capacity end related 
necded will be provicod, 


a & 


a 


mn existance, the present production 
ities and how eny additional facaiiaties 


o 


TF the Director for Small Business in the Office of the Assistant Sccretary 


¢ 


of Defense aonroves the plan, en offer to sunpiy the item or scrvice 


eat | 


{~"s 
tA 


passed to the military dcoartesnts. Each servace reviews tna pronosal and 


ae ESE I I PE er 
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decides to wnat extent it cen support the requested commitments. The plan, 
along eich any military department coments and the statements of potential 
commitments, ere then returned to the Director for Small Business. He then 
notifies the Small Business Acwinintretion of the extent to which a contract 


or centracts will be placed with them. This notification represents a firm 


' fe 


commitment on ths part o1 
services using a Section G{a) contract. The Small Business Administration 
contects the buying activity and negotiations between then for tne item or 
service are started. When satisfactory terms end conditions have been 
negotiated ond the contract has been ensnraved at the militery department 
headquarters level, the contracting officer awards tne contract to the Small 


Business Adininistration. To assist tne Snall Business Administration in the 
4 


award of tne subcantract, the buying agency also prepares the suncontract. 
The Section 8(a) contrect procedure is thus completed. It is not overly 
complex or cifficult, but it does reouire the review ond approval of high 
level heatquarters exployses of the Department cf Defense, 

ough the Section S(a) contract technioue has been available for 
some time, little use is made of it. In the period bstween 1953 and 1568 
only two Section 8(a) contracts weré @warded.” Since 1963 there have been 
41 con tracts valued at anproximately 20.8 million collars awarded through 


this aE 


There ere several reesons for this low use. First is the fact that 
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Establish a Commission on Goveranenc Procurement, Hearings, p. 1558. 
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the Section 8(a) contract is directed towards end traditionally used to 
assist the newly usveloped, minority run, ghetto located small eis 
and this 1s something that has only recently become penular. Secondly, the 
product these Kinds of small businesses are casable of producing for the 
government is generally anly one that is easily producable and one that 
personnel can casily be trained to produce.© Also, the Small Business 
Administration feels tne praduct shauld be one for which additional canacity 
is required so that the Section 8{a) contracts will not take contracts avay 


3 Jes 
fs 


from other small companies. Finding a requirement for this sort of product, 


even in a large organization like the Denartment of Defense, is auite 
difficult. A third and also inrportant reason why the Section 8(a) program is 
rather neglected is that the Small Business Administration devotes very little 
of its resources to it; last year it hed only five people (out of fifty 


assigned to the procurcment function) assigned to the Section Ba) program.” 


As to the future of the Section 8(a) program, Mr. Clyde B. Bothmer, 


m~yoq 4 


Deputy Associate Administrator, Office of Procurement and Management 
Assistance, Small Business Acministration, has this to says 


We have proceetied so far on a very re ae almost pllot test basis, 
because we really da not have the resources tc proceed on any wider scale 
and also beccuse we thought it was wise to none sone experience berore we 
exnanced the pregram. We are currently talking to other departments of 
the Governnent which are involved, as well as to the Acministration 
genorally as ta the future af e(a). If we get the proper go ahead to 





lena Business Administration, "G(a) Contracting: How SBA Channels 
Government Purchases to Snall Business,” (pamphict issued by the Office of 
Public Information, Small Business Administration), July, 71970, p. 3 and 
U.S., Congress, House, Select Committee on Small Business, Small Business 


in Governaent Procurcient, Hearinus, p. clay ie 


ai S., Congress, House, Coumittes on Government Operations, lo 
Establish a Coraissien on Covernucnt Procurement, Hearings, pe 1356 
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expand the program, we certainly will be happy to do so, Mr. Chater: 
Therefore, the future of the Section 8(a) contrast is a question mark, Most 
likely 1t will centinue to be used, but only cn a limited besis to assist 


primarily developing end minority enterprises. 


Subcontracting (by prima contractors) prasram 

the second subsentracting assistance program is much more popular; 
so much so, that it is referred to by most as the subcontract program. Its 
Pe sose is to assure small business of a share in the business of supplying 
major prime ee racte ors with the materLals they need te perform prime 
government contracts, Or in the words of the Desarinent of Defense, it is 
designed to: 

enable small business cancerns to be censicered fairly as 

subcontractors to contractors performing work or rendering services as 


orime contractors or supcentractors under Covernment procurement 
BGMtreccS »« « « 


This subcontract progran has its origin in the 1961 amendment ta the 
& 
Smaii Cusiness Act. This emencment recuired that major prime contrects 


; s € ts “ at Be e 
(those over $1 million) and major subcsontrects (those over €500,000) centain 


in them a provision requiring those holding these contracts to conferm to 


. °° 4 : ‘ 
some kind of small business subcontracting progran. The exact details and 
stantards these subcontracting progrems were expected toa meet the amenument 
left up to the Grad] Business Administration, the Department of Defense, and 


the General Services Administration ta develop. 
1 


The program these agencies developed, aaa is, the present 
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subcontract program, exceeds the statutory requirements of the amendment in 
three meeeee- First, it makes the provision for a subcontracting progran 
part of prime centracts over $500,000, rather than just those over $4 million. 
Secontly, a technique has been developed to helo prime contractors find a 
small business source for items they require, The Small Busin 
Administration mainteins a casability file which prime controcters can check 
at any time. Finally, in centracts uncer $500,000 (but ever €5,000) the 
contractor must agree to use his "best efforts" in plecing subcontracts with 
small busingss. | 

The specific actions récuired by a prime contractor can be deduced 
from a smell business subcontrector insnection guice in the Armed Services 
Procurement Regulation. They are: 


a | 


1. 1G pursus a progran designed to locate acditicnal small business 
“sources. 
* 2. To attempt to place ctevelepment type work that would result in 
production apvertunities with small business. 
3. to provide financial, engineering, technical, end managerial 
assistance to any small businessman to whom he subcontracts. 
4, To attennt to “breakout” compenents of largs systems so that a 
portion can be subsontrected to emsll business. 
5. To parti Lcipate in defense and incustry conferences, cpen houses 
\ and other meetings designed ta increase the number of contracts 


with small businessmen. 


6. To consider small business in "Weke or buy" desisions. 


3 


7. 70 give emall business an equal bid cpportunity. 


COR es Se: 6 rr EO ee ER. ee LE Lae 
U.S., Department of Defense, Arried Services Procurenent Requiation, 
para. 1~707.3 (a). 
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8. fo maintain records of small business performance and submit them 
periodically to the Defense Department. | 

It is ths cantract itself which sees that the requirements for this 
program ere enforced. All contructs over $500,000 nust contain a cleuse 
‘entitled "Small Business Subcontracting Pragran" in which the contractor 
egrees to set up a subsontracting progrejm such as is outlined ebove. The 
contractor also agrees in this clause: 1) to enpoint an administrator of his 
small business program wio will olsa act as the lieison between his company 
and the government on small business matters; 2) to notify the government 
before asking for bids wnenever he dees not plan to or when he is incapable 
of soliciting a bid from small business: end 3) to use this same clauce in all 
contracts he awercvs that have substantial subcontracting opportunities 5 

This subcontract program is much more widely used than the Section 
B(a) contrect progrem. As Table 5 shows, in 1970 small business received 
over 35} of the dollar value of the contracts awarded by the 934 reporting 
prime contractors. Althougn Table Sis an indication of the use that is 
made of this prouram, tne exact amount cf contracts small business receives 
as a er of it is unclear. fhis is because the number reporting on the 
program (924 in 1970) does not represent all who received prima contracts. 
Also, only contrect awards to the first tier of subcontractors are 
Pee aionadly reported, It can be safely assumed that of the 60% of the 
total awardis that go to lerge business, small business also gets some 
proportion as a subcontractor to large subsont hertere: Surely, then, if it 
were possible to record all of these awards as wall as the awarcis made by 


om 2n. 


noh-reporting prima contractors, the small business share of the total 


would eppear even larger. 


OD re EE eFC ES EE AS IO I ee 


"sbi. para. 1--707.4 (c). 


“tbid. para. 1-703.3 (b). 








TABLE § 


MALL BUSINESS SUBCONTRACTING PRoGcaa® 











YEAR 
CATEGORY | a ae —~- 
1963 | 1964 | 1965 | 41966 | 1967 1963 | 1969 | 1970 
i [Reem RRR cers: | ie Le OR Me 
Number of Contrectors : | | | | ! 
Peo | hCG} C67 | «6681 | «6735 | «BIG | 68861 946: 934 
Reporting | 
: : 
| 
Valus of Subsontracts c ‘ ee, 
¢ 1,441 19,278 |8,518 12,163 15,472 15,225 114,883 111,937 
($000,000) , , aad a He) 9 ? ! pI 
Value Awarded to | 
Be Business 4,341 | 3,629 | 3,534 feat 6,697! 6,4961 6,046: 4,378 
(¢000, 000) 
Pee eed to 38.0} 29.1} 41.5 | 41.9 | 43.3] 42.7 | 40.6 | 36.7 
Small Business 1 | | 
“Source: U.S., Department of Defense, Militery Prime Contract Awards 


and Subsontract Payments or | es emis: July 4969—-Jduly 4 4970 
(Washington, D.C.: Gavtrnnenc Printing ‘Office, 4970) De 57, 


Perhaps a better indication of ths use made of this subcontract 
program would be to investigate how the progrem has been received and 
utilized in the hands of a large prins centractor and a large subcontractor. 

Lockheed Aircraft Corporation, the largest Department of Oefenss 

p 5 G }) 
orine Bopeector in 1959, has developed a policy offering: 

a fair proportion of total purchases for materials, supplies and 

services to cinall business concerns. A fair proportien of total 
purchases is that Scare wnich emali business can win in open 


competition, privided they are given an equitable cpoortunity to bid. 


Laskheed Feols vied make evory effort to provide such an equitable 


opportunity. aan Ai their own words: 


Wo try very hard to be sure thot visiting svonliers are given a 
court@ous and businesslike recention wien they visit cur Procurement 
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Business jn Covernnent Procurerent, Hearings, p. 359. 
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organizations, art! especially for small suppliers making their first 
visit--make them oware of the fact that there is a Small Business 
Administrator to give them guidance, 

Appropriate publications such as... "Welcome to Procurement" and 
"Gmail Business Profile" found at Lockheed—California Company ... all 
help suppliers to become acquainted with us, of our policies and 
practices, how LCockhced qualifies suppliers and haw to become 
established, 


To be sure, Lockheed's program is not entirely motivated by the statutory 
requiremcnts. ay Say, 


Aside from our responsibilities under the Small Business 
Subcontracting program, we are motivated to actively seek out the best 
the market place has to offer, in goods and services, in order to obtain 
the benefits that may accrus from the availability, quality and 
competition that may be offered by prospective suppliers. 

However, Cespite this, the results of Lockheed's program are less than the 
average reported for al) Department of Defense prime contractors. As shown 
on Table 6, in terms of value Lockhzed's percentage of small business awards 
varies between 27% and 37%, In terins of nuswber of awards, the percent that 
go2s to small business averages about 67. 

The Lear Sigler Corporation, a large subcontractor to major airframe 

oe : ; ee 

producers has an even more viable small business assistence prograa. Their 
purchasing policy is to: 

place business with the supplier who is qualified ta supply the 
necessary goous and services... at the most effective price .. . 
Purchasing is charged in written policy with the responsibility of 
not only granting small business the epportunity of bidding on our 


requirements, but of seeking out and encoureging such companies 
fo Oercacipate in our program, 
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TABEE EG 


LOCKHEED AIRCRAFT CORPORATION SMALL BUSINESS SUBCONTRACTING? 
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1964 | 1965 1966 1967 1968 | 4969 
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Total Commitments 








“owe 








($000,000) ! 72.0) Seu me i;0/5.2.| 894.4 leevona 
Small Business | 
Conmitments 194.4 eeaes Says, 401.4 278.7 36200 
(¢o00, 000) 
Percentage of 
Small Business Clay Zone OF a7 a7ee ONG Cay at 
Commitments 
Number of Small 
Business Awards N/A 399.8 AOAC 539.6} 479.4 452.6 
(000) 
Percentage of 
Small Business N/A 68.5 66.7 67.9 66.8 64,2 
Avards | 
“Source: U.S., Congress, House, Select Cormittee on Small Businsss, 


Smali business ° ae Governnsnt Procuremenit-—-Hefor ore and Arter 
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Defense » Cur uthacks, Hoe rands . before the Subcommittee c on 
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(eye Ro “Procurement of the Select Committee on Small 
Business, House of Representatives, pursuant to H.R. 66, 
9ist Cong., 2d sess., 1970, p. 1112-1113. 


ae ee 
As shown on Table 7, Lear Siglser's award percentage varies between 537 and 
63) over. the last five and a half years. The average is 576. The actual 
number of emall business aviards is even higher, running up to 60% of the 
' 
total. 

fies Glear, eens that the subcontract program, because it offers 


‘ p ~f - rm" mon ya 37% . ash > at nl “ral 
something to both the large and small business, has bsen so far a successfull 


and widely used means of providing small business assistence. 
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LEAR SIGLER INCORPORATED SMALL BUSINESS SUSCONTRACTING® 
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= Foy Seba | YEAR 
CATECSRY rn epee mecoe “aR oe le 
1965 1966 | 14967 | 1968 1969 | 1970 
Contracts Awarded i Pe | _ 
Snali Business { are. {ene eu.4 SA (eee, Aw) 
(¢009,000) | 
Percentage of 
Small Business 5S oa Loy 63 Sy. 57. 
Awards 
Number of Small | 
Business Awards 24.6 CSAS: CW) ola 27395 1 oe) 
(000) 
Percentage 
Small Business we, 80 79 &0 80 79 
Awards | 
“Source: U.S., Congress, House, Select Committee on Small Business, 
Smoll Business in Covernrent Procurensnt-—-Bofore re 
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Det Hee. Bo eT Hoarinos before ee cee ae mittee on 
Government Procurensnt of the Sclest Committee on Small 
Ae House of Resresentatives, pursuant ta H.R. 6&6, 
Sist Cong., ed sess., 1970, p. 1785. 


First six months. 


Prime Contract Pregrams 
The s set-aside program 


In the Small Business Act of 1953 Congress gave the Executive brancn 


of our government the authority for a set-aside progren, As tne name implies, 


this program vas intended to set aside governnent contracts exclusively Tor 


small business. That is, according to Section 214 of the Small Business Act, 


the Smell Business Acuinistration and the contracting officers wore given 


the authority to set esids prapossd procurensnts ror competition solely cunsang 


° = ere eee oe care! i, ye pa 
small business concerns. however, atcortang co th 
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oricinal act, such acticn 








was only to be taken if the buying agency agreed that it was in the interest 
of "maintaining or mobilizing the Nation's full productive capacity" or 
; es : , z: 
"to be in the interest of war or national defense programs." Thus, for the 
first five years after the Sinall Business Act was passed, contracts were 
set aside only to forestall a lack of mobilization potential in the event of 
an emergency. The provisions of an amendment to the Act passed in 1958, 
however, made the set-aside program a more general part of the policy of 
supporting small business. That is, contracts could be set aside just for the 
purpose of obteining for small business a fair proportion of government 
contracts. The Act now reads: 
Small business concerns... shall receive any awerd or contract 
@epeny part thereof . .. as to which it is determined by the 
Administration and the contracting procurement .. . agency (1) to be 
$n the interest of maintaining or mobilizing the Nation's full 
productive cepacity, (2) to be in the interest of war or national 
defense programs, (3) to be in the interest of assuring that a fair 
proportion of the total purchases and contracts for property and services 
for the government are placed with small business concerns. 
The 1958 act also increased the range of possible set-asides. The original 
° 3 « ti "| t “ 4G & 
act had permitted only indivicual procursments to be set aside; the 1958 
amendment changed the act so tnat it now reads, "These determinations lof 


the SBA and the buying agency | may be made for individual awards or for 


aoe 


5 ° ¢ * 
classes of awards or contracts.” This streamlining of procedures made i. 
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possible for the government to set aside all procurements for a given item 
without making a review end determination each time the item was bought. 

The set-aside program has evolved today into a principle device to 
stimulate small business participation in government contracts. Congress 
feels that: 


the set-aside is the most effective method which can be utilized 
by the procurement activities to comply with the Congressional mandate 


Ad 


that a fair proportion of their purchases and contracts be "placed" 
with small business enterprises. | 


, There are a number of ways a set-aside can be classified. As 
proviced in the original Small Business Act, a@ proposed procurement for a 
given item or service may be set aside for small business, that is, an 
item or service for which an activity has an immediate need can be earmarked 
for small enterprise. This set-aside is termed an individual seteaside. 

As mentioned above, the 1958 amendment provided for class set~asides. Under 
a cless set-aside, both current and future requirements for an item or group 
of items are set aside for small business. Class set-asides do not depend 
upon a current requirement to buy an item if a need may be expected to 
develop in the foreseeable future. Class set-asides are made at the activity 
level only. That is, class set~asides are valid only for the purchasing 
activity thet makes them, and there are no Department of Defense or 


x 


Department of the Navy wide class set-asides, 


Set~asides can also be classified according ts the amount ( a part 


\ 


or all) of the procurement that is set aside, that is, they may be total 
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set-asides or partial set~asides, Total set-asides are those in which the 
entire procurenent, be it an indivicual set-aside or a class set-aside, is 
reserved for small business. Partial set~asides are those set-asides in 
which only @ portion of the procurement is set aside. Partial set-asides 
can also be made of both class and individual procuremeri ts, | 

Finally, set--asides can be classifiea according to the manner 
in which they ere set aside. Unilateral set-asides are those made by 
the contracting officer, usually upon the recommendation of the small 
business specialist; that is, they are the result of a unilateral effort 
on the part of the buying activity. The other way a procurement can be 
set aside is by a joint effort of the Small Business Administration and 
the buying activity. ‘This set-aside is called a joint set-aside. 

Any set-aside, then, is a combination of these three categories. 
There are a total of eight different combinations. For example, an 
individual set-aside is also cither: 

4) joint and partial, 

2) joint and total, 

3) unilateral and partial, or 

4) unilateral and total. 
The same is true for class set-asides, that is, a set aside could be 


classified es a class, joint, partial set-aside, a class, joint, total 


seteaside, ete. 
i 


General set~a side procedures 
The Department of Defense leaves quite a bit of leeway as far as 
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how set--asi.des can and should be used. In fact, the Armed Services 
Procurement Regulation contains no general criteria for the use of set~-asides. 
That is, there are no general criteria of a positive nature, but only a 


list of reasons that cannot be used by a contracting officer to justify not 


Ce oe 


setting aside an individual procurement of a class of procurements. These 
are that: 


(i) a large percentage of previous procurements of the item has 
been placed with small business concerns: 
i) the item is on an established planning list under the Industrial 
‘Readiness Planning Program... 
.)}. the item is on a Qualified Products List... 
v) a period of less thon 30 days... is prescribed for submission 
of the bids or proposals: 
a the procurement is classified: 
small business concerns are opie eee to be receiving a fair 
proportion of total contracts for supplies end services; 
(vii) a class set~aside of the item or service has been made at some 
other purchasing activity; or 
(vidi) the item will be described by "brand name or equal." 


cs 
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The general procedures involved in making a set-aside are not 


overly complex. First, emphasis is placed throughout on making unilateral 


ie 


set-—asides as opposed to joint set-asides. That is, the Department o7 
Defense encourages the contracting officer upon the recommendation of the 
small business specialist to initiate the set-aside action. Or, in the 
words cf the Armed Services Precurement Regulation, “Insofar as practicable, 


unilate rat determinations rather than joint determinations shall be used 


e * 2 
as the basis for set-asides." 


! 
‘ 


, The creation of a set-aside, then, usually procceds as follows: 


The small business specialist at the buying activity reviews all procurements 


over £2,500 for any possibility of setting aside the buy or a portion of the 


“Spid., pare. 1~706.1 (d). 
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buy for small business. He then recommends ta the contracting officer 

which proposed buys ha feels should or could reasonably be cei acoeeian, set 
aside for small business. Vihichever of these the contracting officer agrees 
with he proceeds on vith an award. 

The Small Business Administration representative (if one is available) 
reviews all proposed procurements over $2,590 that ere nat unilaterally set 
aside. ' This, ofcourse, includes all those that are recommended by the small 
business specialist but are rejected by the contracting officer. The 
contracting officer must exploin in writing to the Small Business 
Administration rcpresentative any pranosed buy he disanoroves for this 
program. If the representative egrees with his disanproval, the case is 
settled. Otherwise his disapproval starts what can be e lovag and time 
consuming eppeal procedure, 

First the Small Business representative must prepare e written oppeal 
to the Head of the Pracuring Activity; this he must do within tyvo days of 
his receipt of the disapproval action. ticanwhile tne procurement action may 
be suspended until the case is resolved. In fact, the only way the 
contracting officer can centinue with the buy is if he makes a determination 
that continuation is necessary in order to protest tne public interest. The 
Head of the Procuring Activity reviews the appeal. If he agrees with the 


Small Business Administration representative, the buy is set aside; if he 


4 
agrees with the contracting officer, ths Small Business Administratian has 


but ene remaining eppeal route. Jt can apneal to the Secretary of the 


tilitary depertment concerned. Meanvhnile egain, the procurenent will 
eS 


a 


probably be susmendoud until this final decision is mace, 
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When there is no Small Business Ad:ainistration representative 
available to appeal the actions of the contracting officer, the small 
business specialist has cne appeal, He can go to the authority that 
appointed him, usually the Head of the Purchasing Activity. His decision, 
thougn, is final, end no further appeals can be ae 

The general procedures for effecting a set-aside, then, are quite 
simple; yet, if any proposed seteaside is disepproved somewhere along the 


line, the procedures become involved and tedious. 


Special procedures for total and partial set-asides 

In acditicn to the general criteria and procedures described above 
applying to all set~asides, the Department of Defense has set up specific 
criteria and procedures for making total and partial seteasides,. 

Total set-asides, again, ere those wherevy the enCiee ane viene 


procurement or class of procurements is set aside for small business. The 


criteria the contracting officer is to uss in determining if a procurement 
should be totally set eside ere stated in the Armed Services Procurement 


Regulation as follows: 

The entire emount of an individual procurement or class of 
procurements .. . shall be set aside for exclusive small business 
participation if the contracting officer determines that there is 
reasonable exncctation that bids or proososals will be obtained from a 
sufficient number of resoonsible small business concerns so that awards 
will be made at reasonable prices. Total set-asides shall not be made 
unless such a reasonable exsectation exists. Although past procurement 

| history of the item or similar items is always important, it should not 
be the only factor which should be considered in determining whether a 
reasonable expectation exists.© 


Proposed procurements that meet this criteria can be awarded to the 


small businessman in two manners. The first is by negotiation. That is, 
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one or more small business concerns ere selected and the price, delivery 
Predule, end other terms of the contract are negotiated. The second 

manner by which a total set-aside can be awarded is by use of a procedure 
called "Smali Business Restricted Acivertising.” This procedure is similar 
to formal advertising: Invitations For Bids are prepared and given wide 
distribution and publicity; praspective contractors then subsit their bids: 
and the lowest responsive and responsible bidder “is usually awarded the 
contract. Small Business Restrictive Advertising differs from formal 
advertising, however, in that bids are requested only from small businesses. 
The Invitation to Bid contains a notice stating that bids are requested 

only from small business firms and that the contract will only be awarded to 
a small firm. It states further that any bicis received from firms that do 
not qualify as a "small business" will be considered nonresponsive and will 
be rejected.” Thus, large business is excluded from obteining any contracts 
that have been totally set asice for small business. The enly exception toa 
this is if, for some reason, a seteasids cannot be totally avarded to emall 
business, in which case the contracting officer is free to turn to any firm 
(large or small) for the procurement. 

Partial soteasides, that is, those in which only a portion of the 
procurement (either individual or class) is set aside for small business, 
differ roy from total set--asides in terms of wnen they are used and how 
they are mede, 


According to the Armed Services Procurement Regulation, the 


contracting officer should consider a partial set-aside for any procurement 
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that meets the following criteria: 


ae 


not eppropriate for total set-aside ... 

(ii) the procurenent severable into two or more econcaic preduction 

mene Or reasonable Jots . ..: and 

(iii) one or more small business concerns are expected to have the 
technical competancy and protuctive capacity to furnish oa 
severable portion at a reasonable price except that a partial 
set-uside snall not be made if there is a reasonable expectation 
that only two firms (one large and one small) .. . will respond 
witn bids or pronsesals. 


* the procurement 


te pt. 
e 


The farst step in niaking a partial sst-sside is to divide the 
procurement into a set-aside and a non--set-aside portion. This division is 
made by the contracting officer, usually on the basis of wnat would be 
economic production runs. Then the total procurement, that is, both the 
set-aside and the non-set-aside portion is advertised. Both large and small 
firms may bid, since all bid only on the non-set-aside portion. That portion 
is then awarded to the lowest responsive and resoonsible bidder, After 
this award has been made, negotiations commence on the set-aside portion of 
the procurement. Negotiations proceds with all small businesses who bid 
within 130% of the price awarded the non-set-aside portion, proceeding first 
with the lowest bidder, then the sscond lowest, etc., until the seteaside is 
awarded. The small businessman who receives the award, however, must agree 
to the same avard price which was given the non-set~aside portion of the 
procurercnt; the award price of the set-aside can never be higher than the 
non--set-aside avard price. In the case that multipie awards were made 
on the non-set-asid2 portion, the price of the set-aside cannot be higher 
than the highest unit price of the non-set~aside award. df, by any chance, 
because of these technicalities the set-aside portion cannot be totally 
avarded to small business, thescontheasting Gil ticemsis emiarely 


procure that portion of the procurement from any (lerge or email) firm 
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using any procurement method. 


As complex as it may appsar, the procedure just described was the 


Of 


making of a partial set~aside at its simplest. The program is further 
complicated by the fact that it is “married", so to speek, to the Labor 
Surplus Program. This sccio—sconomic program is similar to the Small 
Business Program in that it tries to channel cgavernment contracts to a 
specific grovn of manufacturers, in this case, ta firms (large and small) in 
areas of the country that ere suffering from unemployment. There are three 
degrees of uncmployment, the first taking precedence over the second and 
third, and tne second taking precedence ever the third. The three degrees 
are? 

1. concentrated unemployment or undercaployments 

2. persistant and substantial labor surplus 

3, substantial lebor Sygate | 


Actually, then, when negotiations are initiated with small businesses for 


the set-aside portion of a partial set-aside, they proceed in order of the 
classification of the businesses in terms of Lahor Surplus. That is, 


negotiations are initiated first with ths lowest bidding small business in 
an area of "concentrated unemployment", next with the second lowest bidder 
in such an area, etc. If the set-aside pertion is not totally awarded to 

firms in Seeenecatrat ced unemployment" areas or if there are none bidding 


from such an areca, negotiations can then begin with the lowest bidding small 


business firm in an area of "persistant labor surplus". And so it goes; 
next to small firms in areas of “substantial labor surplus" and finally 
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ses that are not lecated in a lebor surplus erea. 
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U.S., Department of Defense, Armed Services Procurement Regulation, 
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Performance of the set-aside program 
What has been the performance of this sometimes complicated and 
often resource consuming procedure? Figure 1 graphically cepicts the value 


of the set~asides awarded small business during the last ten years. 
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SET-ASIDE AWARDS TO SMALL BUSINESS" 


a 
Source: U.S., Congress, House, Select Committee on Small me 
Small Business Subcontracting. and Set--Aside Programs, 
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Hearings before the subcommittee on Government Procurement 
and Economic Concentration of the Select Committee on Small 
Business, House of Representatives, pursuant to H.R. 53, 
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of Representatives, pursuant to H.R. 66, Gist Cong. 2d sess., 
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The amount of the awards (671.5 billion in 1970) is quite large and the ten 


year trend is generally up. During the same period the total expenditures 


made by the Department of Defense has also increesed, end as shown on Figure 


2, the relative percentage of small business seteaside awards has also 


increascd, 
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A comparison of Figure 2 and Figure 3 shows that the rise in the percentage 
of set-asides has not been as dramatic as the rise in the value of total 
small business set~asides. Of particular note is the 1956-1968 period of 
jerge Vietnam expenditures. The set-aside percentage dropped dramatically 
at this time, probably in the rush to gst needed material on order. Also, 
at the same time the Small Business Administration representatives were 
withdrawn From many procurement centers in an economy move, and this 
undoubtedly had its toll. Gone was a strong small business voice on the 
scene wnen contrects were awarded. Or, in the words of Congress: 

In short, the PCR | procurement center representative | was the 
edvocate of small business in the Government procurement agency... 
it is only wien SBA agressively pushes the set-aside program... that 
small business has a chance to particinate equitably in gevernment 
procurement .« « » 

The subsommittee is convinced that the ascline in the sm 
shere of DOD procurements following fiscal year 1955 is due 


failure of procurement agencies on their own to look after t 
of small business as intendec by Congress. 


all business 
the 
2 interests 


oa 


et 
O 


The conclusions af Congress are probebly valid. Without the Small Business 
Administration representative, extra erfort was required to set aside 


procurements for small business; Since at. the_sane time there-was-ea military 


reguirement to buy items in a hurry, set-asides were just not made. The 





turnaround since then from a downward trend to a slignt unturn tcday is 
probably indicative of the Small Business Administration representative's 


return to the scene. 


e 
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{ 
Assistance for small bus Ss ni competition with large business 
The final prime contract assistance technique simply involves 
gavernment support for the small businessman whon he is willing to compete 
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Lip S., Congress, House, Select Committee on Smali Business, Small 
Business in Governnent Presurtmont, H, Reut. 91-1698, pn. &9. 
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on his awn egainst large business for prime government contracts. In 
contrast to the other programs, there are no complicated criteria for when 


this assistence will be provided; it is simply whenever the small businessman 


wants to compete on the open market for the defense dollar. Likewise, this 
assistance techniaue has no formal procedures. 

Tne pranciple assistance rendered the small businessman when he 
competes against large firias for contracts is in the way of publicity. 
Every effort is made to assure that prenosed procurements are given wide 
enough publicity that the small businesses who might be capable of competing 


ae 


for them will know about thom. Major proposed procurements are listed in 
the Department of Commerce publication "Commerce Daily", Procurements ere 
elso formally auvertised to sual) businesses, that is, smal) businesses 
receive written Invitations For Bids on specific procurements. As Table 8 
shows, in Fiscal Year 1970 over 70% of proposed Desartment of Defense 
procurencents received publicity wnicn was knovm to have been publicised 

to the small businessman, 

The other assistance measure offered to the small businessman when 
he conpetes with large busincss is tne preference given him in tie bids. 
Thet is, in the event that two or more bids are equal in all resoects, emall 
business will gat preference for the award. However, here again small 
business must accept its plece in regard to lebor surplus. The labor 
surplus area program always has preference aver the small peewee prograin. 


Therefore, priority in the event of a tis bid is given: first, to small 
business firms in arees of concentrated unemployment; sccond, to other 


firms in ereas of concentrated unemployment; third, to other Jabor surplus 


catagories: and finally, ta small businesses that arc not in labor surplus 


—_ 
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OT clud les those procurements synapsized and listed in the “Commerce 
Business Daily" end those that were not Listed in the “Comhierce 
Business Daily" but were formally advertised or proposals were 
requested from emall business 

“Negotiated avards of less than $10,000 thet were awarded to large 
CONGCETNS « 


In comnetition with lerge business, small business coes quite voll, 
a ae a | 
Table G9 reflests the doller valu2 end the pirzentage of the total Departrecnt 


of Defense avords that small business received when competing with large. 
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AWARDS TO SMALL BUSINESS WHEN COMPETING WITH LARGE BUSINESS? 
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FISCAL YEAR 
CATEGORY nn _— a 
1967 | 1968 | 1969 | 1970 
Total Awards to 40,699 40,304 37,986 34777 
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Source: U.S., Congress, House, Select Committee on Small Business, 
Small Business in Government Procsurement--Berore and After 
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However,. as shown on Table 9, the emount and percentage of the Defense dollar 
the small businessman is receiving in this menner is declining renicly. As 
total defense expenditures drop, the M@irge businessman is bidding on and 


receiving a larger proportion of the contracts wien he competes wath small 


business, 
\ 
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oummary 


Over the years Congress and the Department of Defense have made 
public their recognition of the economic importance of the smajl businessman 


by developing a policy cf assisting him. In short, this policy is to plecs 


a fair provortion of purchases made for sunplies and services with small 
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The Department of Defense, which assumes a major role in implementing 
this policy, has a relatively simple organizational approach for doing so. 
There are staff advisors at the headquarters level to advise the Denvartnent 
Secretaries on small business matters end to act as spokesmen for small 
business when new policy is made. The major responsibility for implementing 
the assistance programs, hewever, is placed in the hands of men in the field 
who are close toa where the contrects are made. These are the small business 
specialists. 

There are four major Department af Defense assistance programs. Two 
help the small businessman to receive subcontracts; two help hin ES get prime 
contracts, 

The Section 8(a) subcontract program is used primarily to develcno and 
assist the emercent minority enterprise end, as such, has received little use 
or even publicity until recently. Nor do the prospects for much mare emphasis 
on this program in the future lsok Iikely. 

The other subcontract assistance technique, referred to simply as the 
subcon tract program, is used substantially. In every Department af Defense 
major prime contract is a clause which requires the cont cractor to set up a 
subcontract progrem. Accordingly the contractor must, anong other things, 
agres to give small business an equal bid coportunity, consicer hin in 


make or buy decisions, and make an effart to locate additional small busines 
\ 


8) 


sources, As a result of this progrem, small business received aver 35) of 
the value of subcontracts avarded by the total 934 prims contractars wno 
reported on their programs in 1970. 

s 


OF the two prime contract assistance tecnniques, it is the set-aside 


oregrem which consumes the most resources within ti epartnent of Defense. 
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Under this program procurements either for the current requirement of a given 
item (individual) or for the current and future requireaent of an item or 
group of items (class) are set aside either by the contracting officer on the 
recommendation of the small business specialist (unilateral) or because of 
the combined effort of the Small Business Administration and the purchasing 
activity (joint). These procurements can either be tecally set aside for 
small business or can be divided up and given partially to the lowest bidder 
(large or small) end partially tn small business. Althousn there are a 
number of technicalities involved in awarding set~asides, nantielenly wnen 
labor surplus must also be considered in the avard of eae partial set-aside, 
the real resource consuming asnect of this program comes when the contracting 
officer and the Small Business Administration disagree on whether a 
procurement should be set aside. The complexity of this program may account 
for the fact that although the dollar amount the small businessnan receives 
from set-aside contracts is substantial ($1.5 billion in 1970), the relative 
percentage as far as total Denartment of Defense cortracts is low (4% to 6%). 

Another type of prims contract assistance the small businessman 
receives is provided when he cormpstes with larce business for contracts. In 
ectuality this assistance emounts to little more than seeing that information 
on proposed procurcments is published where the small businessman can find it 
and seeing that, in the event of a tie bid, the small business is given 
preference (secondary to labor surplus, of course). Nevertheless, the small 
businessman receives a Jarger percentage a the Department of Defense dollar 
by competing with large business on his own ($4 billion in 1970) than by 


receiving set-asides ($1.5 billion). It is noteworthy that the program that 


ct 
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anvalves the most resources is not the one thet procuces the best resul 


By combining the percentage received from prime and subcontreces, an 


estimate of the totel emount small business receives can b2 made. Table 10 
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is such an estimate. Just going to the first tier subcontractor, the total 
small business percentage is up to 43.5%. If the analysis were extended to 
the third or fourth tier subcontractor, an additional one or two percentage 


points would surely be gained. 


TABLE 10 


ESTIMATED TOTAL SMALL BUSINESS AWARDS (PRIME AND SUBCONTRACTS)® 
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TOTAL SMALL BUS SINESS 
ae Avount” Percent pa Percent 
TOTAL FISCAL YEAR 1970 634,777 100% 
less: . 
Small Business Avarcs 5,491 17 20 C5494 17.3) 
LARGE BUSINESS A\ARDS 626,286 82.7%) 
_ less: 
Prime expenditure for 
im house work 14640 5 a2Ve 
less: z 
Small Business Subcontrects 4,360 Vane A oou ee: 
LARGE BUSINESS SUBCONTRACTS S 7,021 20» Gyo 
less: 
Subcontract ee eUbes 4,729 5.8 
for in house work 
e 
Small Business Subcontracts oneue Wigs 6 61015. lies 
Large Business Subcontracts J ENS Pi 8,5 
TOTAL SMALL BUSINESS AWARDS $13,151 43.5% 
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Onvarage (51% for Lockheed Aircraft Corporation 1965~-1969. 
Crs ccal Year 1970 percentage (26.75 reported on Teble 5). 
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Overall, then, it can be safely said that the smal) businessman 
receives a Fairly large proportion of the Defense contract dollar. Whether 
this is because of or whether it happens despite the procedures involved 
in the four Department of Defense assistance programs must be evaluated, 


The evaluation of these procedures is therefore the subject of the 


following chapter. 
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CHAPTER IV 
EFFECTIVENESS OF THE ASSISTANCE PROGRAMS 


With the reasons for assisting small business firmly established, 
the evolution of gavernient assistance explored, and the present day 
policies and procedures explained, a meaningful evaluation of the Department 
of Defense’s snall business assistance programs can be made, That is, just 
how effective ere the programs in meeting the Congressional policy of 
assistance? 

To evaluate tne programs in their true lignt would be to see them 
througn the eyes of the three groups who are actively involved with them, 
that is, to assume the position of the Small Business Administration, the 
Department of Defense, and the small businessman. To be sure, each of these 
would view the programs differently, since any evaluation is necessarily 
MPluenced by the evaluator's background, prejuclices, and organizational 
loyalty. First, the viewpoint of the Small Business Administration can be 
assumed, Their whole reason for being is to assist the snall businessman. 
Peeteat iy, they would feel favorably toward any programs designed with the 
small businessmen in mind; their viewnoint would tend to accentuate the 
positive results the prograns have eS Althougn there may be 
procedures of implemsntation they would like to improve, they would in 
general be the assistance pregrams' proponents. The Department of Defense, 
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on the other hand, is nat so much interested in giving aid to a particula 
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segment of the country's industry os thay are concerned about getting the 


materials they need when they need them as economically as possible, They 














would not tend to view favorably any programs, however noble in purpose, 
which mignt tend to delay, complicate, or increase the costs of buying needed 
items end services. The small business assistance progrems at tines are 
guilty on ell three of these counts. Therefore the point of view of the 
Department of Defense is more likely to emphasize the manner in which the 
progrems are ineffective, antagonistic to other government goals, and 
frequently more Frustrating than they are worth, Finally there is the small 
businessman. One would expest that he, the cbject of the progroms, would be 
full of praise for them, but he is more likely to be somewhat ambivalent 
toward: tnem. The programs cdo bring him additienal business, But they also 
bring him the additional problems of red tene and the excessive amount of 
peperwork required to obtain and execute a contract. He, then, would be 


neither the programs' proponent nor opponent; his viewpoint would be neutral. 


Vaiewnoint of the Small Business Administration 
The viewooint of the Small Business Administration, the chief 
proponent af the assistance progrens, emphasizes the many benefits, both for 
the small businessman and the nation as a wnole, that have resulted from the 
assistance programs. Contracts awarded becouse of these prograyvs have sent 
billions sof dollars in the direction of the snall businessman; further, by 
increasing the number of suppliers, thse programs have heloed strengthen 


competition in this country, helped save the government money, provided 
Pree tcnity ta the innovative small businessman, and increased tho Patient on 
mobilization base. Fram the Small Business Acministration's viewpoint, the 
implementation of the progrens could be imoroveds there eppser to be too 
many procedures which tend more to complicate than expedite the progrems. 
mom ctneir stend point, the Department of Ceres peeenne alvays secii so 


woolcneartcd in its efforts to execute its stated policy of assisttnes. 
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Benefits 
From the viewpoint of the Small Business Administration, the primary 
benefit of the assistance programs would be the amount of dollars that have 
been channeled to small business by way of prime defense contracts. Figure 3 


graphically portrays this. : 
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Figure 3 
ANIAPDS TO SMALL BUSINESS® 
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Alt seough there appears to be a recent decline in the percentage of awards 
going to small business (eae the result of large Vietnam expenditures 
for aircraft, weopons, and emmunitions, all which traditionally have low 
small business potential) the overall record is notevorthy. Small business 
has received $34 billion in the last five years, What has been the role of 
the assistance programs in channeling these Denartment of Defense dollers to 
small business? In the words of one writer: 

The question then arises: Would these small enterprises nave 
received just as much business in the absence of the governnent's 
assistance prograns? The answer, in this writer's opinion, is an 
unqualified "no", While it is not possible to say how much more 
business small firms have received because of the procrams, the emount 
must be substantial. 

The assistance programs have also beneriteu the nation as a wnole., 

They have helped to increase the number of suppliers, wnich, in itself, has 
far reaching effects on the nation's economy and security. 


* 


Although all of the techniques have a hand in increasing tne number 


of suppliers, one significant means from the viewpoint of the Small Business 


(0 


Administration is by the use of Certificates of Competancy. Whenever a 
contracting officer receives a low bid from a small business source wnose 
capability he questiens, he refers the matter to the Small Business 
Administration. They in turn evaluate the firm's financial capability and 
the extent of the firm's capacity for performing the contract. If both 


meet their criteria, a Certificate of Competancy is issued and another 


' 
’ 


gavernnent supplier is born. ° 
By so increasing the number of supplicrs, the assistance programs 


have heleed substantially to strengthen competition in this country. As 


the 1953 White House Small Business Committee starved: 
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Small business enterprises provide the most fertile soil in which 
ey competition may flourish, Small and independent businesses 
supply the strength and vigor so feCe Seay to the growth of our 
commetitive forces . . . Any development which makes it more difficult 
for efficient small firms to survive strikes a blow at competition. | 

By so increasing competition, an increase in the number of suppliers 

also serves to lower costs. Or, from the viewpoint of the Small Business 
Administration, increasing the number of small business suppliers means 
saving the government dollars. In the words of Kennard Weddell of the 
Stanford Research Institutes: 

It has been found that when en item to be purchased and the conditions 
of procurement are such that emall business concerns can be included in — 
the competition, these concerns offer the lowest prices in 70 percent 
of the procurements, measured in dollar values 

For the Defense Depertment's procurements this percentage is not es high, 
but it was for 1969 almost 50 percent; still a substantial amount. © That 
the progrems seve the government money has been proved empirically by the 
Small Business Administration. The House Committee on Small Business 
reported that: 

SBA conducted a study of 57 Government ourchases which were made 
from small pens because the procurements were seteaside ar through 
SSA's efforts small firms were brought into competition. According to 
the report in eee 57 cases, the Government saved more than $7 million 
on the purchases. This was the difference between the small firm's bid 
and the prices whicn the purchasing agency had previously paid or would 
have paid to the next lawest bidder .4 


The Air Force reported that in ans procurenent in which it made a specific 


effort to encourage smell business compacition, it saved enough money to pay 
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Weddell, Aiding Small Industry, p. 16. 
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for the cost of the Air Force small business program for more than three 


1 Ls ® 4 
years, fhe Certificate of Competancy pregrem, by seeing that more suppliers 


ere brougnt into the field of government procurement, makes a particular 
contrabut 


ion to this kind of savings; in fact, since only the low bidding 


firms ere referred to the Small Business Administration a savings results 
oa 
issued. As shown on Table 11 the 


elmost every time a Certificate is savings 


that result from the Certificate of Competancy program are sizable. 


TABLE 11 


CERTIFICATE OF COVPETANCY PROoGaAM® 
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Number Issued 148 2730S 
Value (dollars) 41,744,000 10,298, 239 458,921,000 
Awards with C.0.C. 124 108 2,189 
Value (collars) 24,078,000 13,062,000 403,288,000 
Savings (dollars) 2,367, 000 4,355,000 33,557,005 
Awards without C.0.C. Vhs 144 668 
Value (dollers) 24,052,000 28,757, 000 126,134,000 
Savings 1,605,000 2,656, 000 10,937,000 
end without C.0.C.) 237 282 240887 
Combined Value 45 io 000 Aino 080) bat 422,000 
Combined Savings 4,172,000 4,014,000 44,500,000 
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Since 71953 when the progrens were started the savings emounted to aver 35.5 
million Be brs. Even more savings result when the contracting officer goes 
ahead with the award after the Small Business Adwinistration has completed 
only a portion of its Competancy review but assures that a Certificate will 
be issued, Contracting officers now seem to be doing this nore Frequently 
(250 cut of a total 668 contracts awarded in this manner were made in the 
last two years), and as shown on Table 11, it has meant 10.9 million dollars 
more savings. 

By increasing the number of suppliers the assistance progrems also 
benefit the nation's security. More government suppliers means a broader 
mobilization base. From a military point of view this is quite valuable. 
First, in the event of an emergency, many widely disnersed plants will be 
Peebic to respond much quicker than one or two large centralized plants. 
Additional benefit is gained by having a decentralized mobilization base. 

In the event of an attack, a widely disnersed industrial base is less 
vulnerable. This could, but hopefully will not, be of great imoortance at 
sometime in the future. 

An increased number of suppliers can mean an increase in the number 
of Belrces of new ideas and procedures for the government. As Elmer F. Ward, 
President of Strategic Industries Association, an organization of small 


businessmen, recently stated: 
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Small business is the engine of industry. Or ation, innovation, 
creation, is a uniquely individual accomplishment. It is an experience 
you cannot explain. You must be there to understand it. The small 
businessnan--and I em referring here to the preprietary product or skill 
componye-Kknows what Io am talking about. He has been there, He has come 
up with some design, process or sKili that beats competition, Without 
that uniqueness, he cannot survive. 

More tnan half of all patents result from individuals or small 
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business. You may not be able to find the research and develoonent 
budget, but you cannot deny the innovative function. It is there and 
esti) worlsing. 
Likewise, Douglas Dillman, an executive of the S smell Business Association of 
New England, recently stated that: 
omall Business has many competitive advantages over large companies, 
such as: i ingenuity, 2) inventiveness, gi) proprietery know-how, 4) less 


inertia, 5) much lower overhead... 6) special unique facilities and 
capabilities.< 


By assisting the small businsssman, then, the government is 
assisting a segment of industry which has the Bou ee of offering quite 


a bit in return. From the viewpoint of the Small Business Administration, 


there is good reason to be a mighty advocate of the assistance programs. 


Limitations 

The viewpoint of the Small Business Administration, while committed 
to the positive and valuable effects of the assistance programs, is cognizant 
of ways they could be made more valuables it sees that billions of dollars 
worth of defense contracts are never even offered to the small businessman; 
contracting officers’! efforts on behalf of small business are not olways 
wholehsarted; and there are a number of practices and procedures within 
the buying agencies that seem more detrimental then helpful. 

It is true that there are a lot of Department of Defense 
procurements that are not offered to the small businessman. Table 12 shows 
that the value of centracts not offered to small business has risen over the 
last five years from a low of G15 billion in 1965 to a high of $24 billion 
an 1958. 
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ae a ry 


TABLE * “Tz 


68 


ND NS FLAT TD OP Be NC OE oI AY ee EM ee NT ry TE SS tty S Pha ae to tat 8 a pe be giana Ae een ait cba tere LE Ae TO TO IF Le IN OP GE FE RF Lr ate Rac Pinata tet, Cenc eps seins en alae i te, 


I en rr Preis tae fae OS i OG LO LION NE CTS REC LE DENI is TS Gat ie TN car, Ur well tga ie taint stp PEROT ee 8 NS PORE Se EE EI AO SLL SE I PO TL! BA AS eR DAE: NIN AT NS Ne NS A Te gal iP Nt SS aa emt a 





CATEGORY 


AE OE RT POTD OE OB FONE OY Salt Py 1 Ey NYE Ab SAY OTC IRD, 


Total Awarcs 


aoe Os 





BUSTNESS® 
Aas YEAR 
1967 | 1968 
403690 | 40,340 
400 400 
25.27 ae 2a E99 
597 61 
17,365 | 15,605 
43 39 
8,361 7,584 
25 19 





Amount (S000,050) 26,113 34,878 

Percent 100 {00 
Not Offered Small Business 

Amount (€000,000) 15,101 19,135 

Percent 5s 55 
Offered to Small Business 

Anount ($000, 000) 11,012 7 4c 

Percent ie as 
Small Business Awards 

Amount ($000,000) 5,305 7 
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Figure 4 
PERCENTAGE OFFERED AND WON BY SMALL BUSINESsS® 


“Source? U.S., Congress, House, Select Cemmittee on Small Business, 
Small Business in Covernment Procurement--Sefore and After 
Defense Cutbacks, + Hearings before the subcommicbee on 
Government Procurement of the Select Committees on Small 
Business, House of Representatives, pursuant to H.R. 66, 


91st Cong.; 2a sess., 1970, op. 346 and p. 359. 
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The Small Business Administration is also critical of the attitude 
of the contracting officer; it does not always seem to be one of assisting 


the small businessman. A Congressional Smalt Business Committee has 


The subconmittese's records covering many years of studies and 
investigations, as well as the records of tne subcommnittee's hearings, 
during this Congress support the conclusion that contracting officers, 

' as a rule, are not special advocates of small business 


' 


- 


Regarding set-asides, the Committce reiterated its feelings. Jt stated: 


The subcammittec's investigation and hearings through the years 
leaves little doubt thet the attitude of too many contracting officers 
tn the field is not conducive to the establishment of small business 
set-asides. In many instences appropriate set-usidss are not mace. In 
other instences, procurenents traditionally set aside for exclusive 
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small business bidding are unjus a end unexplainably discontinue 
Such determinations, detrimental to small business, are made without 
eppeal and, in many cases, with the approval of the procuring agency's 
small busimess specialists. 
A former director of the Small Business Administration before a Senate 
Small Business Committee lamented the problem of getting the field activities 
to follow hsadquarter's policy when he stated: 

i would be less than candid if I did not mention the ofttines, in my 
opinion, these policies (a fair share for small business) ere not really 
administered at the further reaches of the procurement agencies of the 
government. 1 em talking more specifically of the contracting officers, 
those immetiately responsible for direct purchasing. 

Nor ere the practices of the buying activities without fault. There 

* @ * 8 s e ° 3 
are three practices in particular that have received Congressional attention. 


4 


They are that buying activities tend to: 

4, Consolidate requirements. 

2. Lssue restrictive snecifications. 
3. Negate Certificates of Competancy. 


Consolidating a requirement may have merits to the buying activity 


eceuse of the price reduction which can usually b 


0 


Obteined by making volume 
buys. However, wnen the requirement is consolidated, it may then be beyond 
the capability of small business to produce, 

Unduely restrictive specifications have been a long standing problem 


or small and large business alike. While the government and industry 


4 
continually look for ways to reduce "gold plating" and too close tolerance , 
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af Small Business in Government Procurenent, Hearings before the Select 

Committee on Small Busines ) Senate, Sth Cong., 2d sess., 1964, p. 194. 
“ S., Congress, House, Sclect Committee on Small Business, Small 

Business Subcontracting end Set-Aside Proarams, He Rene, 2341, p. 94. 


For exanple, by way of the Value Analysis or Value Engincering 
programs of tne Department of Derense and industry. 








this practice continues to hurt the small businessmen especially. He nay 
not have the technical skill of large business required to meet the close 
tolerances of many specifications. 

The practice of negating the Certificate of Competency efforts of the 
omall Business Administration is the detrimental buying activity practice 
that receives the most Congressional attention. The pracecures require that 
if a small business is low biddsr on a proposed procurement and the 
contrecting officer questions his capacity or credit, the matter is referred 
to the Small Business Administration. If the Small Business Administratian 
issues a Certificate of Competancy, 1.e., if it vouches for the capacity and 
credit of the small firm, the contracting officer cannot disqualify the firm 
for these reasons. He can, however, successfully disqualify the firm on the 
basis of tenacity and pereerueran clue That is, he can never questicn the 
"capacity and credit" of a firm, question only "tenacity and perserverance" 
and thereby never have to refer the matter to tne Small Business 
Administration. Or, the contracting officer can simply disqualify the firm 
on the basis of tenacity anc perserverance after a Certificate of Competancy 
, 


has been issued. Congress reported that: 


SBA testimony on this subject dis instances in wnich the SBA 
notified the contracting officer that determination to withhold the 
award based upon the alledged lack of city and credit was to be 
reversed, whereupon tne contracting officer promptly refused the award 
on the ground of alledged Jack of tenacity and perserverance. 
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In the three years period from fiscal year 1957 through 1969, there were a 


total of 655 small busi s “tenacity and perserverance" dis squalifications.~ 


"U. Soy femer irene of Defense, Armed Services Procurement Requiation, 
peras. 4-900 and 1-903, aa aE 
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From the viewpoint of the Small Business Administration, then, the 
assistance programs could be improved if some of the practices and attitudes 
of the Department of Defense were changed, especially those that are in 
conflict with the stated desires and policies of top Department of Defense 


officials. 


Viewpoint of the Department of Defense 
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To assume the position of the Department of Defense would lead us to 
en entirely different evaluation of the snall business assistance programs. 
The Department of Defense in its procurement has one overriding cbjective, 
and that is, in whatever it buys, to get the best combination of price and 
quality. Because of the trenentous emount of buying that is done, this 
objective must take precedence over otner stated objectives, such as that of 
assisting ere business. Therefore the viewpoint of the Depertment of 
Defense tawards the small business assistance programs is more likely to be 
critical than favorable. From their point of view, it would seom that the 
programs were contrary to normal practice, involve excessive administrative 
effort and expense, ultimately result in higner prices, bring too many 
suppliers into the market wno cannot deliver the items or service for which 
they have a contract, and generally cause more preblems (particularly of 
deriniti ons) than are generally acknowledged. 

It would be valid to accuse the assistance progrems of being 
eet rary to normal purchasing practices. It is not a normal purchasing 
practice to restrict competition or give preference to a particular set of 
suopliers. Normally a buyer makes every effort to get the maximum 
competition that is available. The set-aside program particularly is 


guilty of restricting competition, i.e., it periaits enly one segment of the 
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nation's industry { smell business) to comoete for an award. In the view of 
Lamar Lee and Denald Dobler, "Their | socio-political prograns'| greatest 
impect is to frustrate government buyers as an additional restriction on 
their authority ta select pee 

Because the programs don't follow normal purchasing procedures, they 
do increase the administrative effort and therefore the lead time required to 
award a contract. Buying, especially government buying, is a very complex 
procedure, but as one writer stated, "the process is made even more tedious 


by the added requirements which have nothing to do with the article being 


bought."° Again, it is the set-aside program which is ans of the worst 


offenders. First of all the progran demands that a small business specialist 
review all procurements over $2,500 and meke his recommendations to the 
contracting officer. After this procedure, if the buy is not unilaterally 
set aside, the Small Business Administration representative must review it; 

if he thinks it should have been set aside, he can initiate appeal procedures. 


Bo 
! 
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Then the problem of defining “small business” can enter the picture. Time is 
consumed in determining whether a bidder is really "small business", 
particularly if the businessman apnsals the determination that he is not to 

a Regional Small Business Administration Director or to the Size Appeal 

Board in Washington, D.C. Suppose by now that the contracting officer has 
agreed te set the buy aside but feels that the low bidder does not have the 


mn 
i 


copability to perform the contract. A Certificate of Compstancy review is - 
then started, and the award is further delayed. Since just appealing a size 


determination and instituting Certificate of Campetancy procetlures can easily 
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‘Lee and Dobler, Purchasing, p. 557, 


“willer, "Government Contracts and Social Control," p. 54. 
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delay a procurement forty-five days', Lt is obvious the delay that can 
result if a procurement must get over all or several of these nu neOeE before 
@ contrect is awarded, 

Anytine an organization spends additional time and effort on a 
function means it is spending additional resources on that function. 


SO 30 iS with the assistanc 


ft) 


programs; the personnel required to implement 
them is an additional administrative cost that should not be discounted. 
For the field offices alone the Department of Defense must employ 600 (156 
full time) small business specialists (usually grade 13 with an annual 
salary of $15,000)° to execute the assistance progrems. This emounts to a 
substantial cast to the government. The Small Business Administraticn has 
forty—tnree representatives stationed throughout the United States and 
epproximately fifty personnel in Washington, D.C. assigned to the 
procurement function®, again a sizable salary burden on the government. A 
true estimate of the total additional acministrative expense entailed by 
the programs would also have to include the cost of extra personnel the 
prime contractors must employ because af them, for it can naturally be 
assumed that these costs are passed on even suelty to the government, However, 
any attempt to estimate this cost would be fruitless. It must be 
substantial, though. Altogether the assistance prograns are a sizable 
burden to the government in terms of administrative expense both within 
es own organization and within industry. 


‘Ue S., Depertment of Defense, Armed Services Procurement Regulation, 
peres. 1-703 (b) and 1--705.4 (one 


Sia Congress, House, Committee on Government Operations, To 
Establish a ormessle amen Government Procurement, Hearings, Ps ec. 
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Although proponents of the assistance programs are quick to point 
out the savings to the government the programs provide by steering busines 
in the direction of those who frequently do it for Jess, from the viewpoint 
of the Defense Department, the programs czn also often mean that more is 

; : 1 aa t 

paid for an item. Whenever competition is restricted (for example, when 
items are set aside), it is possible, and quite orobable, that the i 
being purchased will cost more. For, if it has been determined that a buy 
will be set aside for small business, any large business bids on it, even 


if they are lower, are discarded. In many cases the difference between 


a 


what a low Jarge business bid would be and what the lowest smell business 
bid is could amount to a substantial differential being paid for the set— 


aside. As one writer states, "It should be realized, however, that to 


2 9 


whatever extent it [ the Set-aside technique | may have increased the small 


business share, the governnent wlll have paid some price differential, albsit 


s ' 2 e e , . 
a hidden one." Two vivid examales of such a differential, in both cases 


more obvious than hidden, were reported in the Engineering News-Record 


when tne Asscciatiaon of General Contractors wes attempt ting to get 


construction set-asides eliminated. As it recalled the first, it stated: 


Under the set asides program, recreation areas in Tulane County, 
California, cast tne government 125 extra when the small contractors 
bid got a job at 3163; 400 compared with a low bid of $145,900 from the 
larg2 contractor. 


The second was a case at Newport, R.I. Naval base where: 


. 








Se Bureau of the Budget, Steering Committee on Small Business 
Set Asides, Review of Emall eee oes Set Aside and Related Procurerent 
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“weddell, Aiding Small Industry, p. 31- 
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1964, p.- 26. 
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the government put up for bid a job estimated to cost $125,000. 
The low bid of $116,872 was rejected because the contractor was ruled 
"large". fhe serene lowest bid, submitted ais a ee contractor was 
higher by $20,664, but it took the job. Estimated added cost to the 
government 18%, says the AGC, 
That there ere price differentials and that, in fact, the government may pay 
a higher price because of the programs is evident in the fact that the Joint 
Economic Committee, in a review of government subsidy programs, actually 
considered the small business assistance programs ta have the same impact as 
a4 Un 4 2 Sear eee Sou 4 es 
if a subsidy were involved, From the viewpoint of the Department of Defense, 
this hardly means that the assistance programs economically favor the 
government, 

Another aspect of the programs which mignt be subject to considerable 
criticism from the viewpoint of the Department cf Defense is that the small 
businesses given government business through the assistance progrems 
frequently do not have the capability to execute prime contracts. When a 
contractor fails to execute a contract, that is, he fails to deliver the 
item the government ordered in accordance with the agreed to schedule, the 
contract may be terminated for default. As shown on Table 13, almost all of 
the Navy default terminations in 71958 and 1969 were small business, As 
Gordon W. Rule, Director, Procurement Control and Clearance, Navy Material 
Command stated: 

They [small business | are in a different league, Senator, and all you 

have to do is loo’ in the various activities and look at their contracts 
\ thet are teriwinated for default, and they are almost all small business 


people that bid and_didn't know what the hell they were bidding on end 
couldn't handle it. 


Tea ee 








Subsidy and Subsicy Like 


COLE PN. Wee OMNES fer Dene 
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Programs of the U.S. | Governinent, 85th Cong., od ¢s 
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TABLE 13 


U.S. NAVY DEFAULT TERMINATIONS® 
(Over $2,500) 
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FISCAL YEAR 4968 FISCAL YEAR 1969 














Number Percent 
LARGE BUSINES 21 14 







SMALL BUSINESS 66 









Source: Termination Reports Available at Navy Material Command, 
Headquarters, Washington, 0.C. 
The reasoris whys omall business frequently fails to perform government 
contracts are many. One, ef course, is that they frequently lack the 
technical know-how. That is, although the low bidding small businesses may 
mest the other reguirements of capacity and credit (and even tenacity and 
perserverance), they may lack the technical capability for contract 
performance. They may lack the equionent necessary to meet the exacting 
specifications or, in highly technical fields such as electronics and 
ications, the engineering knowledge to design the components. Yet, 
according to Mr. Gorcion Rule; small businesses usually fail to perform 
Pi erament contracts, not because of their technical inability, but because 
they lack the financial resources and management capability. He stated that 
many small firms are started by three or four enginecns who break away from 
an established company and create their own firm. Technically, such firms 


are able to produce items for tne government, but they ore tot cally unaware of 


all the "business" aspects of a government contract; therefore, they 
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frequently fail. In addition the Certificate of Competancy program must 
also share the blane for the hi Gh failure rate, Table 14 shows the 
percentege of contracts that were terminated for default for which 
Certificate of Competancy hed been issued. The percentage is much higher 
than the overell Department of Defense default rate which averages less 


ee 
then one percent. 
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CERTIFICATE OF COMPETANCY DEFAULT TERMINATIONS? 


Fiscal Year ili 3 
1963" Ges os a ome ree eT eee 3.56 
(io). Sa eMC MEr a ese oan Free «0 4,8 
(as reer eC os ee eye 4,52 
ROGIOE oo: 6, “eek Vere mene nas bases reeee 5.02 
SAE rere EY Sa hoe a 5.27 


“source: U.S., Congress, House, Select Committee on Simall Business, 
Smal}. Busine 29s Subcontracting end Set-Aside Programs 
Hearings before the subcommittee on Government eerree enent 
and Economic ae ncentration of the Select Committee on Small 
Business, House of Representatives, pursuant to H.R. 53, 


90th Cong., Ist anc 2c sess., 1968, p. 1111. 


Contradictory as it may seem, prodvlems, from the vievpoint of the 
Department of Defense, can also be the result of small businesses receiving 


awards and performing the contracts to satisfaction. When a small farn 
accepts a large defense contract and hires the additional employees it needs 
| 


to complete the contract, it may then suddenly excsed the size limitation 
to ba classified eny longer as small business. As one Department of Defense 
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Gordon “W. Rule, Director, Procurement Control and Clearance, Navy 





Material Conmana Headquarters, private interview hold in Washington, O.C., 
Seotember, 19°70. 
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Official | relatects 


e « e some of our largest contracts to small business went in the 
ammunition field because of the Victnam setae This year these 
contractors are larg? business: the same ones... The continuity of 
production has been such that they have had to hire more and more people, 
and this has taken them across the line to the point where they ere now 
large business. 


Mr. Kennard Weddell, Assistant for Small Business, Headquarters, U.S. Air 


4 


Peeee in 1955, tells @ similar story: 


When we give a small-business concern a prime contract he quite often 
goes cut of our record system; he becomes what is officially known as 
large business . . . I could mention many cases where companies with 
350 employees, for example, would get very difficult contracts but ones 
that they could handle. fhe next time that procurement came up they 
head 550... By their ingenuity they had done what we think is pretty 
good in this cguntry in providing a bigger payroll, and more wage 
@arners « « - 

Although this is, in fact, the goal of the assistance programs and is, to be 
sure, a reflection that real "assistance" has been rendered as a result of 
the government contract, from the viewpoint of the Department of nalts 
"So we lose our ‘'custeners' the more business they get from us rs the 
Department of Defense it means that the next time a set~aside is determined 
for this requirement, a new source nust be located. It might even mean 
another Competancy review or any of the other resource consuming procedures. 
In short, from their stancdooint, it will probably mean additional time and 


expense. 


The final criticiem of the assistance programs from the viewpoint of 








thr, Graeme C. Bannerman, then Assistant Secretary of the Navy (TEL). 


We eee Congress, House, Select Committee on Small Business, Small 
Business Subcontracting ar and Set-Aside Programs, Hearings, 9. euO. 
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the Department of Defense is that at every turn in their implementation it 
seems that the problem of "definition" looms. The source of many technical 


difficulties is the problem of defining "small business": at the source of 


much conflict among policy makers is the problem of defining "fair share". 

As is tne case with most legislation intended to withstand the years, 
the Small Business Act contains only the most general definition of “small 
business” and it "passes the buck" on as far as specifics to the Small 
Business Administration. It states: 


For ths purpose of this Act, a small concern shall be deemed to be 
one which is independently owned and operated and viich is not dominant 
in its ficld of cperation. In acdition to the following criteria, the 
Administrator [ of the SBA] in making a detailed definition may use these 
criteria, among athers: number of employees and dollar value of 
business. Where the number of employees is used as one of the criteria 
in meking such cefinitions for any purpose of this act, the maximum 
number of employees whicn a small business concern may have under the 
definition shall vary from industry to industry to the extent necessary 
to reflect differing cheracteristics of such industries and take into 
proper account of other relevant fectors,! 


Thus recognition was given already in 1953 when the small business 

assistance programs got their start that tne term "small business" was 
elative. This fact was underscored ee time by Congressman Wright 

Patterson, a long time small business advocate, when he said, 


The steel business is very big, like the eutomobile business. TI 
suspect a small steel plant, to start an operation, would have to use 
at least four or five thousand people and yet it would be small. It 
nould 2 small business, because small business is a relative term. 
It depends upon the business you are in. In the case of a peanut 
stand, of course, there are big ones and there are little ones. Kaiser 

was a little business when he started in the automobile business. Even 
Studebeker is Jittle business compared to General Motors, Chrysler and 
Ford. So whenever you use the term, it is relative in the peculiar 
business. 


Some would consider other things entirely in the definition and would, for 
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‘rad Business Act, 15 U.S.0. 631. 
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example, consider small business as "that segment of business enterprise 
which ia Closely or privately held rather than widely or publicly owned and 
further, which is so because of necessity rather than choice."' Others 
acknowledge as did the chairman of a White House Committee on Small Business 
that “we must be satisfied with an approach which demands neither strict 
Beee; Or Strict definition." On the other hand, the Small Business 
Administration has out of necessity had to come up with some guidelines. It 
accepts the general definition of the Small Business Act that a small 
business must be independently owned and not dominant in its field. From 
there it goes to the Standard Industrial Manual, 1967 edition, for a 
classification of industries; for eacn classification code it has established 
the maximum number of employees a firm can have and still be considered 
small business. Tox exemple, a beet sugar manufacturer can have up to 750 
people and still be classified as small, while a battery manufacturer can 
have wp to 1,009 employees.” Jt also feels the restriction should include 
the firm's percentage of sales for that particular industry. Far example, 

a pneumatic tire manufacturer cannat menufacture more than five percent of 


the total numbsr of tires made in the U.S., if he is to be classified as 


1 


small business. The primary criteria used by the Small Business 
Administration to define "small business", then, is the size of sales and 


payroll. 


The second definition that causes problems is that of a "fair share". 


\ 


According to the Small Business Act, "it is the declared policy of the 
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Write House Committee on Small Business, Why Help S mall Business?, 
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Congress... that a fair proportion of the total purchases and contracts 
, 4 | 
» « De plesed with small business." Mr. Irving Maness, Associate 
Administrator for Procurenent and Management Assistance, Small Business 
Administration, in testinony before Congress stated that he felt that small 
business would be receiving a fair proportion wien their share of the 
government procurenent market was equal to their share of the commercial 
2 3 z) s Sh sy e a 
market, The Defense Department in both its procurement regulations” and 
its testimony before Congress feels somewnat different. As Deputy Assistant 
Secretary of Defense (Procurement) John M. Malloy stated: 
A fair share is hard to quantify. I would say the objective is 
to provide methods whereby small business concerns are provided an 


equitable opportunity to compate for our business, We heln them by 
instructing them on how we do business. In eer we have adopted 


£_, 


special programs to carry cut the intent of the law, 
The two interpretations ore far anart. From the viewpoint of the Department 
of Defense, this is the source of a lot of policy disagreements and 
Gisagreenents over the way the programs are imolemented. fo be sure, if ths 
Small Business Administration is working toward a percentage of government 
contracts going to small business that is equal ta the share of the 


comercial business small business has, and the Department of Defense is 


only providing an opportunity to bid, differences are bound to arise. 


Viewpoint of the Small Businessman 


The assistance progrems from the viewpoint of the small businessman 
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have about as many good points as they have bad. They offer one big 

benefit: they bring him additional business, and about that he has no 
complaine. But at the same time they bring him a lot of seemingly 
unnecessary problems: he is expected to read mountains of peper; the bidding 
procedures are made complicated particularly by the incomplete snecifications 
and inadequate time; it seems that he is unjustly deprived of many contracts 
because he is erroneously classified as nonresponsive. His major complaint, 
however, is that after he battles with all these problems, he doesn't come 
out with much profit as a result of the contrect anyway. In general, from 
the viewpoint of the small businessman, the programs he finds fault with are 
the prime contract programs: eon much rather get his share of the 
government defense dollar in the form of subcontracts from government prime 
contractors, 

Fror the viewpoint of the small businessman, the major benefit of 
the assistance programs is that they increases his business. Some portion cf 
the %4-¢6 billion small business receives each year, he undoubtably would 
not have received if the assistance programs had not been in existance. 
However, there is not even unanimity of feeling among the small business 
community that government assistance in getting prime contracts to the small 


businessman benefits even to this extent. A.N. Wecksler in Purchasing 


Magazine reported thats 


\ 
{ 


7 One of the strongest criticisms of the SBA and ASPA regulations 
came from a manufecturer who is widely regarded as a spo<esman for 
small business. He told Purchasing Magazine that "government 
paternalism" toward small business could ultimately lead to complete 
dependence by emall manufacturers. "Should the government take the 
uninitiated by the hand and lead them to defense business?" he asxed, 
Mould it be helping or harming then?" 
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Therefore, while the assistance progrems help the small businessman to get a 
share of the defense dollar, this doesn't constitute a benefit in me eyes 
of all. 

From the viewpoint of the small businessman a major problem in 
bidding on or performing a prime defense contract is the amount of paperwork 
required. One small businessman reported that a request for proposals he 
received was four incnes thick and weighed eight end tnhree~fourths pounds. 
The proposal he made was contained in fourteen separate volumes, each one 
inch thick, Its total weight was thirty~two pounds. All of this was for a 
small check valve that was in their catalog. t Another small businessman had 
these comments 

It is not necessarily the government's fault that there is a problem 
| paperworts burden}! , but what is not recognized is that most small 
businessmen couldn't begin ta find the time to read the material nor 
could they afford to have a staff to do it for them. Large contractors 


can easily bury the cost of several staff members to rcad and interpret 
the volumes of panervor< that goes with government contracting.” 


Yet the result of not reading the paperwork, particularly the specifications 
and directions, can be disasterous: contrects WALL be poorly bid, the 
required performance emitted, and the result undoubtedly will be a default 
termination. 

From the viewnoint of the small businessman, government contracts are 
just plain difficult to bid on, too. The procedures themselves are too 
complicated and involve too much red tape. Frequently the spe cifications 
are incomplete, and more often than not there is not enough time for hin to 
prepare for the bid, In the words cf one small businessman: 
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Our company's means of searching out IFB's and RFQ's is the 
Commerce Business Weekly. From most sources vpon receiving the IFB's 
we wa find them “incomplete of aperture cards or prints as well as - 
specifications. This forces us to chase down the necessary information 
in order to complete tne bid. In doing so we find we ere unable to 
meet closing bid date because of the Lack of time. 

An Aerospace Industries Association survey of over 1100 small businessmen 
indicated that one of the small businessmun's biggest complaints was that 
government specifications were either not adequate or too comple a When 
things are made so difficult just to get a fost in the door of opportunity, 
that is, just to bid, the pregrams do not seem like much assistance to the 
man on the receiving end. 

From the viewpoint of the small businessman he loses too many 

contracts because of erronsous "nonresnonsive and nonresnpansible 


determinations". A bid, to be eligible for an award, must be "responsive", 


that is, comply completely with the Invitation For Bids. The object behind 


t 


this requirement for elmost Jiteral compliance with the Invitation For Bids 
® ae ee < -! - A A. t 3 * ! 
is to insure that no bidder has any advantage over another. The bidder 
must also be "responsible", that is, he must have the financial capability, 
the plent capacity, and the tenacity and perserverance to complete the 

: 4 Gi t4 P ee) o e e Q 
contract. If the small farm doesn't comply exactly with the specifications 
or delivery schedule in its reply to the Invitation For Bids, or if the fir 


is determined to be nonresponsible, his bid is rejected or he is denied the 


avard. Small Business feels this occurs too freauently. A Congressional 
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omall Business Committee recently reported that: 


Many complaints were received by the subcommittee that small 
business firms were unjustly deprived of awards ta which they were 
entitled duc to erroneous determinations that bids were nonresponsive 
or that bidders were unresoonsible, 


In the Department of Defense reporting system these determinations would 


oo 


be reported in the category of "Small Business Bids Not Accepted» 
Miscellaneous Reasons". Since 1965 such determinations have been averading 
almost $1.1 billion a year or about 3 percent of the total Department of 
Defense purchases.* This is too high in light of the fact that the amount 


Je 


set aside for small business was only 4.8 percent of the total purchases 


, 3 
in Fiscal Year 1970, Also, since, as shown on Table 15, the overall success 
rate for small businesses in bidtiing on government prime contracts is so 


much lower than tnsir success rate when bidding on subcontracts, it is 


possible that they are not being given a fair evaluation. 


TASLE 15 


MALL BUSINESS SUCCESS RATE® 


PALME CONTRACTS SUBCONTRACTS 
(Percentage ) (Percentage } 
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From the viewpoint of the small businessman, the effort he puts into 


obtaining and executing a government contract is hardly compensated for at 


all in terms of the money he makes; at times, in fact, he is lucky if he 


breaks even. For one thing, his overhead usually increases, making him less 


competitive in tne future. Ted Valpey, President of Valpey Crystal Corporation 
Holston, Massachusetts, told a House Committee on Small Business 


Gentlemen, in most cases the incentive for a real profit does not 
exist in most government contracting . ... Government contracts require 
far more overhead burden than co commercial contracts. For example 
some contrects require thet a firm have a security officer end the 
measures to go with it, and a quality control officer, and both must have 
manuals accestable to the Federal Government .. . Gavernnent contracts 
many times involve visits by auditors, engineers, contract personnel, 
et cetera, that all take far too much of the enall businessman's time. 


As shown on Table 16, one overhead charge in particuler that is excessively 


high from the viewpoint of the small businessman is bid preparation. 


TABLE 16 


BID PREPARATION EXPENSE OF SHALL DEFENSE CONTRACTORS” 
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Not only does the small businessman object to the increases in his overnead 
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caused by government contrects, but he feels that the overall profit margin 

he can make on a government contract is too low, especially if the prime 
contract is received through formal advertising procedures. Table 17 reflects 
the replies about profit made to the Aerospace Industries Association surve 


of over 11700 small business firms, 


CAG teers 


PROFIT RATE OF SMALL BUSINESS DEFENSE CONTRACTORS® 
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Small Business (Seattle, Washington: University of 
Vashington Press, 1961), p. 31. 





Not only are profits lower in general for prime government contracts, but 12.6 
percent a the small businessmen reported that prime government contrects 
awarded as the result of formal advertising actuelly were performed at a loss. 
Finally, from the viewpoint of the siall businessmen, dealing with 
the massive bureaucracy and red tape of the Department of Defense is generally 
more pelseracsne than it is worth. Appendix I is the experience of a small 
businessman in trying to obtain delivery instructions for a few transistors 


he menufactured. Although the case may not be typical, it does show haw a 
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individual with the problem uses the phone instead of a letter or, 37 urgenc, 
a telegrem. It does illustrate the kind of frustrations the small 


businessman may encounter, 


Preference for the Subcontract 
All in all the criticisms of the small businessman has for the 
assistance programs refer primarily to the prime contract assistance 


programs, when he must deal and work directly for the government. Mr. Paul 


ee 


Otto, President of the United Engineers Incorporated, sums up this feeling: 


In recent years, however, we have becene thoroughly discouraged in 
attempting to obtain and execute primes contracts to the point at present 
we ere making no effort to obtain prime contracts. We ore continuing 
to seek and perform selected subtontracts. The reasons for this change 
in attitude towards prime contrects has been a matter of bitter 
experience over the years that the effort required to obtain and execute 
prime contract business was just not worth it .. . With respects to our 
interests in subcontracting witn big business, our results have beer 
relatively productive, and we intend to continue pursuing this class of 
business. Ve nave found some big businesses to be very cognizant of the 
small businessman's problems and most,heloful in providing efficient and 
fair arrangements for doing business. 


Nationwide, small businessmen prefer to receive their share of the 
defense dollar as a subcontractor. The Aerospace Industries Association 
survey reported that of the 837 small businesses that stated a preference 
for doing business as a prime or a subcontractor, 632 or 80.3 percent 

_ : ; rere : 
preferred to be a subcontractor. A major reason is the assistance a prime 
can give his subcontractors. If a company makes a mistake in quoting an 
aterm he is going te supply, the prime can very easily adjust the schedule or 

4 aA Cpls s, 3 MJ ¢ ; ° e 
increase the cost of the contract. Major prines also provide engineering 


~e—n 


ye S.; Congress, house, Select Committee on Small Business, Position 


of Small Business in Covernment Procurement, Hearings before the subcomiittee 


er) pet oe emai Maid 


on Government Procurement of the Select Committee on Small Business, House of 
Representatives, pursuarit to H.R. 13, 89th Cong., ed sess.; 1965, p. 219, 








Sm 


SE, OEP acta eat 


“schricber, et al., Defense Procurement, p. 28 and p. 105. 


“rnterview with Gordon W. Rule. 





90 


assistance, production control assistance, procurement assistance, etc., 
not necessarily out of the goodness of their hearts, but to keep the 
subcontractor 's and subsequently the prime's costs as low as possible. 

The only real major complaint the small businessman has for the 
subcontracting program involves the method the Department of Defense uses to 
negotiate profit for the large primes. The procedure is called the "Weighted 
Guidelines Method of Profit Negotiation"=. It is used for most negotiated 
contracts or changes that are over $100,000. It consists of “analyzing the 
costs, risks, and achievement elements incident to a particular procurement 
in terms of a standard set of ‘profit eiuaree Ty This means that profit 
factors are each assigned a range of weights. For instance, the emount 
of risk a contractor assumes is weighted from zero to seven percent, 
that is, on low risk contracts (cost type) he receives a zero or one percent 
profit rating; for high risk contracts (fixed price) he would receive a 
five to seven percent prorit rating. The emphasis of the Weighted 
Guidelines is on the contractor's input to total performance, that is, he 
receives a higher profit for work that he does in his own factory than for 
work he subcontracts. For example, engineering lebor (an in house effort) 
is weighted from nine to fifteen percent, while subcontracted effort is 
weighted one to five percent. The past performance of the prime contractor 
in regard to the success of his small business subcontracting program 


is grouped with his past performance in eight other areas (Cost Reduction 


Program, Value Engineering Program, pues). The weight applied to the 
contractor's total record of past performance is from minus twa to plus 


U.S., Congress, House, Select Committee on Small Business, Small 
Business in Covernment Procurement, cilearings, p. 1127. 
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two percent. This gives the prime contractor little profit incentive to 
emphasize his small business progran. 

Because of the Weighted Guidelines approach to profit, small 
businesses feel that a major prime contractor has a tendency not to 
subcontract itens if at all possible. Their feelings were confirmed by 
Mr. Rulon Nagley of Narth American Corporation in a speech before the 
Strategic Industries Association in June of 1964, when he said, 

I might as well Jay it on the line and level with you guys. If we 
buy from you we get 26 profit. If we make it ourselves, we are allowed 
to keep 9. What would you do? 

Summary 

An evaluation of the small business assistance programs from the 
viewpoint of the Small Business Administration would be a favorable one. 
The programs are effective in their mission: they channel several 
Se 
j 


billions of dollers worth of contracts to the small businessman. They 


increase the number of suppliers, 


thus stimulating the economy, lowering 
Beices (i.e., saving the government money), broadening the country's 
mobilization base, and providing apportunity for a segment of industry which 
is frequently the most innovative. The programs could be even more effective 
if, from the viewpoint of the Small Business Administration, the Department 


of Defense made a more wholehearted effort. Many times small firms don't 


even get a chance to bid on contracts they could handle and don't get awards 
' . 


\ 
\ 


for contracts they bid on only beceuse of a wide policy/procedure gap in the 


buying activities. 
The success of the programs from the viewpoint of the Department of 


Defense is measured more critically. They point to the many problems they 





ER ae ian S TS Ee Ve a —_ 


roe Congress, House, Select Committee on Small Business, Small 
Business Subcontracting and Set-Aside Procrans, Hearings, p. 93. 





- - 








ns pid 


incur in trying to fulfill two conflicting objectives. The programs tend to 
restrict competition, give preference to some bidders, and decrease the 
vendor selection authority of the contracting officer. The progrems consume 
e great deal of administrative time and effort and therefore cast the 
government additional moncy. And, they frequently mean that the government 
must pay more for an item. Finally, the Denartment of Defense laments the 
high small business default rate, especially for those contracts for which 


> 


e Certificate of Comnetancy had been issued, 

aes from the viewpoint of the small businessman, the programs have 
much room for improvement. To be sure, he likes the additional business the 
Defense contract brings. However, he is discouraged with the effort 
required to obtain and execute prime defense contracts. They demand 
excessive peperwork, and the specifications provided by the Department of 
Defense are frequently incomplece and difficult to understand. The very 


t Ls 


things the Small Business Administration feels are beneficial about the 


programs ( they result in more competition and lower cost :s} are 
disadvantageous to the small businessman. He makes less money on defense 
contracts because of the additional overheat and because of the stiff 
competition in advertised procurements. fhe small businessman also objects 
to the Department af Defense's less than enthusiastic attitude toward him, 
particularly when the contracting officer frequently makes nonrespansive 
determinations that prevent him from receiving an avard. It is no surprise, 
then, that the small firm prefers the subcontract over the prime contract 
by a four to one ratio. His one criticism of the subcontracting program is 
that the Weighted Guidelines method of determining profit is oriented too 


much in favor of a prime contractor's doing the work himself instead of 


bcontracting it. From the small businessman's viewpoint, tne subcancract 


program is much more effective. 
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CHAPTER V 


SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS 


oummnary 


This, then, is the situation as it stands. Years of awareness in 
this country of the imoortence of the small business enterprise to the 
nation's economy, security, and well being have generated the development 
of policies entitling the small businessman to a share of government 
business. Four present day Departnent of Defense cmall business assistance 
programs are a consequence of these policies. All were the joint effort of 
industry, Congress, and various Executive departments, including the 
Denartment of Defense and the Small Business Administration, a government 
agency created in 1953 to provide emall business assistance of many kinds 
fetrencial, managerial and procurement). Two of the Department of Defense 
prograns consist of procedures which assist small business to receive part 
of the defense dollar througn subcontracts. This may mean, particularly for 
fevelening minority enterprise, subcontracting From the Siiall Business 
Administration: otherwise, it means subcontracting from major government 
orime or subcontractors. The two ather assistance programs help the small 
businessman to receive prime government contrect awards. Either they insure 
that a certain amount of contracts are set aside solely for him, or they 
support, guide, and give preference to him when he competes against large 
business on his own for these contracts. 


How have these programs been faring since their inception seventeen 
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years ago? jfhere are various opinions. To evaluate the programs from the 
viewsoint of the Small Business Administration would provide an encouraging 
outlook as to how they're doing. Here is an organization committed to the 
good of assisting small enterprise. It considers the billions of defense 
dollars going to the small businessman from prime and subcontrocts a big 
help in that effort. The viewpoint of the Department of Defense, on the 


other hand, is apt to be more critical. Here is an organization committed 


G5) 


in its purchasing of requirements for national defense to getting the best 
combination of price and quality. EBurdensome administrative effort and 
expense that particularly the prims contract programs demand it feels must 
be counted in the price of items purchased from small business. So should 
be the added cost to the government when contracts are terminated for 
default, as is more often tha cuse with small business. And how about the 
small businessman, himself? He is an individual enterprise committed to 
making a fair profit, He doesn't mind the business he gets from the 
government, but often if he subtracts from his profit the cost of the effort 
he has to go through to obtain and perform particularly prime contracts, 


he isn't very far ahead. In general he prefers the subcontract program. 


Conclusions 

What can be deduced from these viewpoints? Looking at all three 
objectively, have to date the Department of Defense small business assistance 
a been preductive in their efforts? Or, considering the intent of 
Conoress and the stated policies of the Department of Defense, "How effective 
4s the Defense contract in providing assistance to the small businessman?" 

The evaluation of the pragrems from the vicvpoint of the three 

groups involved with them indicated that there is no simole answer to tnis 


question. That as a group they are in many ways effective cannot be denied. 
‘ 
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On the other hand, many of the procedures involved in particular programs 
make them so ineffective as to weigh heavily on the other side of the balance 
Mgecne evaluation of all. 

Two things are clearly indicated, however, when the assistance 


programs are observed from all sides: 1) the prime contract 2 SMie@ina 
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very 
effective way to assist the small businessman; and 2) for everyone concerned 
the subcontract is a much better way of providing the assistance to small 
enterprise that the Congress intended. 

The two programs which assist the small businessman in obtaining 
orime government contract are fraught with far more limitations than benefits; 
hence they are not very effective. Their ultimate benefit is that they 
increase the number of suppliers in the country, and this results in more 
competition among suppliers, lower costs to buyers (including the Department 
of Defense) and a dispersion of economic power in U.S. industry. 

However, in the set-aside program in particular, the procedures are 
for the most part so cumbersome, tedious, and time consuming that they raise c 
objections from all sides. Of all the assistance programs, it is the set- 
aside program which involves the most resources. The administrative effort 
required to implement it requires several hundred government employees alone. 
For all this effort and expense, only a small percent of the dollars spent 
by the Peooriment of Defense ever reaches the small businessman by this means. 
Additionally some portion of these awards probably could have gone to him 
anyway, since in order to have a contract set aside, he must have proved 
his capability to produce the item, i.e., he may many times have also been 
capable oF competing successfully for the award without the set-aside. 

What about the effectiveness of the assistance measures the 


government provides when the small businessman competes on his own for prime 





contracts? It is in this arena that the small businessman receives the 
most prine contracts, (He receives 15 of the total prime contracts awarded, ) 
Here, however, the gavernment offers only the barest minimum of assistance 
and spends next to no resources. It is not very effective to spend the 
least resources on the program that produces more results, i.e., more 
SOncracts. | 

All in all, then, many of the criticisms the small businessman has 
for the prime contract assistance programs are valid. Any programs that 
involve so much paperwork and require so much additional overhead that 
Broerits end up to be minimal are not providing very effective assistance. 
fikewise, when programs such as these sometimes result in terminations of 
contracts for default, they hardly add up to assistance at all; they might 
even be considered a disservice. 

The subcontract is a much more effective vehicle of assistance—for 


small business. Both the Department of Defense, which does most of the 





implementing of the programs, and the small businessman, who porforms.the 
contracts, prefer the subcontract procrams by a wide margin. 

The Department of Defense prefers the subcontract program because it 
requires very little administrative effort on the part _of its organization. 
It is also less costly, for, although the cost of prime contraectors' 
subcontract programs are eventually passed on to the government in one form 
or anotner, this probably amounts to substantially less than the cost of 
administering programs directly. 

The ¢mall businessman prefers the subcontrect, too. He would rather 
work for and deal with industry than the Department of Defense, because 
prime contractors can and do operate differently than the government. They 


provide all kinds of assistance which would be impossible for the government 
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to offer, and they generally operate in a less formal and more flexible 
mA ironment. 

The biggest plus for the subcontract program.in terms of both the 
small businessman and the government is that the value of the contracts 
small business receives from subcontrects is much more ($4.4 billion in 
1970) than the value received from the primary prime contract assistance 
progran, the set-aside (61.4 billion in 1970). Since more defense dollars 
are received by the small businessman, and less resources ere consumed by 
the government, the subcontract program is a considerably more effective 


means of assisting the small businessman. 


Recommendations 

Based on these conclusions, where might the government head from 
here in its small business assistance efforts? Considering the existing 
programs, the size of the organizations involved with the programs as they 
are, and the difficulties involved in any major change in a government 
institution, how might the programs be headed in a direction of more 
positive assistance from ell viewpoints? What exactly could be done to make 
the defense contract a more effective means of assisting small business? 

It would be inconsistant, unfortunate, and illogical to recommend 
that the government dispense with those programs that are ineffective in 
their present form, that is, the prime contract programs. In actuality 
Aney have the potential to offer a great deal of assistance and the 
organization already established for implementing them. And, to get rid 
of them would be an impossible task at best. However, the prime contract 
progrem could be improved crematically if more genuine assistance was 
provided the small businessman in obtaining and performing prime government 


contracts. That is, they could be improved if 1) more prime contracts were 
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offered to the small businessman to bid on, 2) more preference was Given to 
him when he competed on his own for prime contracts, and e) all of the 
procedures involved in the programs were made easier for him. 
Assuming that more contracts means more assistance, the first way 
to improve the prime contract assistance programs would be to offer more 
contracts to small business. This could be accomplished by increasing the 
number of set-asides made to small firms, or by including more small 
businesses on the biuders lists for procurements that are now only advertised 
to large business (a large business set-aside, if you will). There is a 
definite correlation between the value of contracts awarded small business 
and the number of contracts for which small firms are asked to bid. 
A second way the prime contract programs could be improved would 
be to Barer more preferential treatment to the small businessman when he 
is competing against large husiness. There is a way to do this which would 
be easy to administer. That would be to give small business a price 
differential, that is, award small business the contract if its bid was 
within a certain percent (say 15) ) of the low large business bid. As one 
writer suggested: 
Open price differentials are not today authorized in the United 
States, although they were in World War II. There is considerable 
validity to the ergument, backed up by experience, that of the two 
methods of providing preferential treatment to tenders, the 
authorization of out-and-out price differentials presents fewer problems 
than does the making of set-asides. 
Price differentials are currently being used with success in India to assist 
the small businessman. There the contracting officer can, on his own, grant 
a fifteen percent price differential to small business. The contracting 


officer's supervisor has the authority to approve differentials of more than 
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this as long as the total value of the contract is within his approval 
authority. The India Program is exemplary in that it is successful and 
consumes very little government eae aes. | Since in our country hidden 
differentials are frequently paid small business in the set-aside program 
anyway, it scems logical to allow them on all prime contracts awarded 

small business. Such a program seems at first to mean additional expense 

to the government, since the purchased items would cost more. However, if 
price differentials were used, there would be little or no reason to 
continue with the complex, resource consuming set--aside program. 

A third way tne prime contract progrems could be improved would be 
to make the procedures involved in them a lot easier. This would mean 
eliminating the red tape and decreasing the amount of paperwork required, 
both of which are Casier said than done. Specifications could also be 
improved, and made easier to understend. The bidding time certainly 
could be lengthened so that the small businessman had time to read the 
specifications and other material. In general the Department of Defence 
procedures and policies could be more flexible and less tedious. If a 
prime contractor can buy an item that will be incorporated into a major 
weapons system in a flexible and simple manner, why can't the Department of 
Defense do the same? Finally, great strides could be made in the prime 
contract programs if effort was made to close the policy/performance gap 
throughout the organization. There is a big difference between what is 
expounded by the Secretaries and the Assistant Secretaries of the militery 


services about small business assistance policy and what is practiced in the 


meld; 


1 edi sh Prasad, former Assistent Director of Purchasing, India 
n, Washington, 0.C., private interview held October, 1970, 





2-49 eee Oe 


Supply MMissio 


§ 
Washington, D.C. 








elit 
ae 
| ' 
. , | 
| | 
- 
AG 


100 


Like Rome, none of these changes could be "built in a Cay". The 
most difficult would be the closing of the policy/performance gap, 
simplifying the procedures, and eliminating the red tape; these to date 
unsolved problems face all bureaucratic organizations. The change that 
would require the least effort and which would improve the programs 
immensely, however, would be the use of price differentials. 

There is also room for improvement in the subcontracting programs. 
The Vieighted Guidelines Policy needs revision, and prime contractors should 
be either motivated or required to improve their small business subcontract 
award rate. 

Many acknowledge the need for revising the Weighted Guidelines 
policy. As a President's Task Force on Improving the Prospects of Small 
Business reported: 

Much has been attempted through set~-asides and other programs to 
enable small business to get a fair share of Government contract work. 
This is hard to accomplish however. Government often finds it simpler 
and more economical to contract in lerge amounts with known reliable 
suppliers. Ve suggest a further incentive to prime contractors to seek 
out small business and subcontract to them. We recommend that the 
weighted average guidelines of the Department of Defense and any similar 
Jist of factors influencing profit allowances .. . include a specific 
guideline, surficient to motivate contractors to subcontract to small 
business. 

Two changes in the Weighted Guidelines must be made. First, small business 
performance must be identified as a separate item to be considered in 
weighing profits, and secondly, a high weight must be given to this separate 
stem. This would provide incentive to the prime contractor to subcontract to 
small business rather than make in-house. 


The government could also improve the subcontract program by 


requiring that prime contracts incluce in them a requirement that a certain 
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percentage of the contract effort be subcontracted (set aside, in other 
words } for small business. In 1967 the Navy awarded such a contract. It 
required tne prime contractor to award twenty-five percent of the prime 
contract price to small business. The effort was so successful thet the 
Navy recommended that it be used throughout the Defense Department. The 
recommendation is a valid one. 

Small business, then, is not only a vital part of the economy of the 
United States, out also provides an important system of suppliers of defense 
material. Assisting the small businessman, therefore, furtners the needs 
of our society in many ways. The defense contract is one method that can 
be used to assist him. However, this is not currently being done in the 
most effective manner. The progrems could be made more valuable to the 
small businessman, the Department of Defense, and saciety in general if 


the above changes were made. 


Dice Congress, House, Select Committee on Small Business, Small 
Business in Government Procurement, H.ARept. 91-1608, p. 2. 
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APPENDIX J 
ONE SMALL BUSINESSMAN'S DEALINGS WITH THE GOVERNMENT 


One single ring-~around—the-rosy experience we had concerning a 
particular Navy centract not too long ago is just one of many sush episodes 
with which we have been burdened in the past. In that regard, the subject 
matter was a contract of October 3, 1966 from the Naval Ships Systems 
Gommand in Washington, D.C. calling for sixty eight pieces of transistors 
for a mere total amount of $816.00. This order called for delivery of the 
items by April 1, 1967. The contract items were ready for shipment by us 
on March 17, 1967. On March 15, two days prior, we contacted the 
Administrative Gantracting Officer at the Boston DCASA office for information 
regarding the shipping destinations for these units which we had been 
waiting for since the contract was awarded in October of 1966. At that time, 
the Boston BDCASR contact referred us to another party in the DCASR 
feewedartation section. In contacting him, he in turn referred us to stiil 
another perty who stated his belief that this material was intended for 
new ships and that we would have to go directly to the Navy department in 
Washington for further instructions. 

We then called the Navy Contracting Officer in Washington whose 
signature appeared on the contract document itself. He, in turn, advised us 
that his. responsibility was limited only to signing the contract and that 
another party was actually administering tne contract. We tried to reach 
this other party for four days, each time leaving word for him to return our 
Gell, which he never did. We were finally able to reach him upon our third 
attempt of the fourth day. He advised us that he could not give us the 
shipping instructions we were in nced of and stated that we would have to 
contact another person. We phoned this other person at the number given us, 
but that department had no knowledge of such a man and we were advised that 
someone else might be able to help us. We called this someone else who in 
turn advised ws again that this was not her contract responsibility either 


but that perhaps still another person could be of help. We called this Jast 
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party but she was not at her desk so we left word for her to call us back, 
which she finally did and stated that although she knew the destination 
assignments we were seeking she was not at liberty to give us this information, 
stating further that we would have to talk to someone in the Nomenclature 
Division end confirm the nomenclature of the material with hin after which 
he would file proper forms with her so that she could file some other forms 
with the Navy to obtain a Federal Stock Number for the material on order 
with us and after which she would be able to Give us the destination 
instructicns we were in need of, She further told us that there would be 

a minimum of thirty cays required for her to obtain this FSN, and then 
naturally thereafter, there would be still another delay in confirming the 
nomenclature data. 

As a result, we called a previous party again to inform him of this 
confusion. He told us that we would have to complete a OD Form 61 and send 
it back to him for processing, after which he would advise another office to 
apply for a FSN, and after which we would then finally be advised of the 
long sought destination instructions. As a result of this chain of events 
we again called upon the Boston DCASR office to request the proper DD Form 
61. By this time, of course, we were quite completely appalled at the costly 
and time consuming run-around we were being given by government personnel. 
We stuclied, and re-studied, the Navy contrect several times and were uneble 
to find any information therein whatsoever requiring us in any way to confirm 
such nomenclature. We bid this contract for the item that was required, as 
completely spelled out in MIL SPECS. Furthermore, we had supplied this very 
item on another Government contract and also had Government first article 
approval on it. Quite irked by this time, we called the Washington contact 
again and confronted her with the fact that our contract did not call for us 
to0 confirm item nomenclature. As a result, she herself studied the contract 
and admitted that she could not find any reference to such requirement and 
stated that she would have to request her contract officials to examine the 

government order and validate our mutual conclusion. She called back the next 
day and advised us that we were not obligated to confirm the nomenclature 
but said further that she would still have to obtain a Federal Stock Number 
anyway which would require a minimum of thirty days as stated earlier by 
her .« « e 
This fiasco continued in the same vein for several additional weeks 


thereafter, and it was also a subject matter in a series of scorching 
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Communications between our company and the Boston DCASR office Director who 
was told in no uncertain terms that we had been getting this aggravating 
run-around for several weeks by both Washington and his own agency as well, 
He finally admitted the situation to be the government's fault which was 
certainly of little consolation to us... All]. told, we had to chase at 
least twelve government representatives, and on more then one occasion each, 
by way of a multitude of castly long distance calls over a period of several 
weeks, 

Although this extravaganza of errors was admittedly on the 
government's part and totally beyond our control, it can hardly be considered 
fair or justified that our company should be ceused such suffering and time 
loss of many man hours for which we can never recover. .. it is conservative 
to state that this ¢816.00 contract with the government resulted in costs to 
us in excess of $2500.00. In fact, just as a test, we sent a letter to the 
Navy on June 23 asking them to pay us a very minimal storage cost of £1.00 
pea, tor their long held merchandise. We never even had the courtesy of 
areply. 

This is a typical case of contract laxities on the part of the 
government, end especially of their gross mishandling and inattentiveness 


e : a 
to a serious proplem. 


a 

Source: U.S., Congress, House, Select Committee on Small Business, Small 
Business Subcontracting and Set-Asice Programs, Hearings before 
the subcommittee an Government Procurement and Economic Concentration 
of the Select Conmittee on Small Business, House of Representatives, 
Hunslent tO M.n. Soweoucmelong., ist enc) 2d sess., 1968, pp. Gli- 


613. 
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